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ISLAMIC  RESPONSES  TO  GLOBALIZATION:  MODERATISM  AND  RADIC- 
ALISM IN  INDONESIA 

By  Hisanori  Kato 

Religion  is  a  crucial  element  for  the  adaptation  of  new  environment  or  global- 
ization. Both  negatively  and  positively,  throughout  recorded  history,  the  world  has 
never  been  free  from  the  influence  of  religion.  Of  all  religions  however,  Islam, 
which  is  the  fastest  growing  religion  in  the  world  today  and  often  becomes  the 
centre  of  international  disputes,  seems  to  be  a  key  to  the  question  of  whether  the 
dark  night  will  continue  into  the  twenty-first  century.  This  article  will  discuss  the 
relationship  between  religion  and  globalization  and  the  position  of  Islam  and 
the  attitudes  of  some  Indonesian  Muslims  in  this  transitional  period  of  the  world. 

RE-ALLOCATION  OF  JAPANESE  ELECTRICAL  APPLIANCES  MANUFACTURE 
IN  CHINA  AND  ASEAN  COUNTRIES 

By  Masami  Ishida 

Japanese  companies,  including  parts  and  device  makers  and  related  service  agencies, 
have  been  undertaking  massive  investment  in  China  during  the  past  few  years. 
There  was  a  report  that  Japanese  companies  with  well-established  production 
strongholds  in  ASEAN  countries,  are  moving  their  manufacturing  operations  from 
ASEAN  to  China.  Prompted  by  the  rapid  development  of  the  Chinese  economy, 
each  of  the  Japanese  electrical  companies  has  come  up  with  a  strategy  for  real- 
locating its  production  bases  in  the  ASEAN  region  and  China.  This  article  seeks 
to  identify  the  scenario  for  the  reallocation  of  Japanese  electrical  appliance  manu- 
facturers that  first  went  into  ASEAN  countries  and  then  have  built  production 
bases  in  China. 


ABSTRACTS 


369 


MARITIME  SECURITY  AND  INTERNATIONAL  MARITIME  INSTRUMENTS 
By  Yann-huei  Song 

Maritime  security  is  an  indispensable  and  fundamental  condition  for  the  welfare 
and  economic  security  of  the  Asia  Pacific  countries  and  that  ensuring  this  security 
is  in  the  direct  interest  of  all  countries  in  the  region.  They  commited  to  achieve 
effective  implemencation  of  the  relevant  international  maritime  instruments,  which 
aim  to  enhance  the  safety  and  security  of  shipping  and  port  operations.  The  pur- 
pose of  this  article  is  to  find  out  to  what  extent  the  following  selected  international 
maritime  instruments,  in  particular  those  related  to  safety  and  security  of  shipping 
and  port  operations,  had  been  accepted  or  ratified  by  members  of  the  Track  One  and 
Track  Two  organizations  in  the  Asia-Pacific  region,  both  in  the  economic  and  se- 
curity realm,  namely  APEC,  PECC,  ASEAN,  ARF  and  CSCAP. 


FROM  THE  TRENCHES 

The  First  Year  of  Indonesia's  Crisis  of  1997/98 
as  Seen  from  the  World  Bank's  Office  in  Jakarta 

Written  by:  Lloyd  R.  Kenward 
Published  by:  CSIS,  Jakarta 

This  book  provides  an  analysis  of  the  first  year  of  Indone- 
sia's crisis  taking  place  in  1997-1998.  It  is  written  from  the 
perspective  of  someone  who  had  the  opportunity  to  ob- 
serve the  development  and  the  impact  of  the  crisis  from  a 
strategic  position:  as  an  economist  sitting  in  the  World  Bank 
country  office  in  Jakarta.  The  book  is  therefore  an  important 
contribution  to  the  growing  literature  on  the  Indonesian 
economic  crisis  for  two  reasons.  First,  it  provides  the  general 
audience  with  a  readable  account  on  the  evolution  of  the 
crisis.  Second,  it  also  presents  a  detailed  economic  analysis 
for  the  specialized  reader  coming  from  the  academic  or  policy 
making  community. 

The  book  consists  of  three  chapters.  Chapter  I  presents  a  concise  account  of  Indonesia's 
economic  performance  prior  to  the  crisis.  Chapter  II  provides  a  very  detailed  chronological 
review  of  the  first  year  of  the  crisis.  The  main  lessons  and  conclusions  that  emanate 
from  the  analysis  are  highlighted  in  Chapter  IE. 

The  book  serves  as  a  good  example  of  a  comprehensive  political  economy  approach,  as  it 
manages  to  put  economic  analysis  into  a  proper  political  context.  Therefore,  this 
publication  is  recommended  for  those  who  are  interested  in  Asian  economic  crisis  in 
general  and  Indonesian  economic  policies  in  particular. 

2002. 1st  Ed.,  x  +  152  pp.;  25  cm,  ISBN  979-8026-74-8 
Rp  40.000,00  +  postage  charge  15%  for  Indonesia 
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Some  Major  Issues  Affecting 
the  Strategic  Outlook 
of  the  Asia  Pacific  Region* 

Susilo  Bambang  Yudhoyono 


OVER  the  years,  the  Council 
for  Security  Cooperation  in 
the  Asia  Pacific  (CSCAP)  has 
distinguished  itself  as  a  vibrant 
forum  where  the  brightest  minds  from 
all  around  the  region  gather  in  an  in- 
formal setting  to  dwell  on  issues  of 
the  day.  CSCAP  has  established  the 
reputation  of  always  thinking  outside 
the  box  and  in  ways  ahead  of  its 
time,  which  is  why  CSCAP  policy 
recommendations  and  insights  have 
always  been  valuable  to  Governments. 


*Keynote  speech  delivered  at  General 
Conference  of  the  Council  for  Security  Co- 
operation in  the  Asia  Pacific  (CSCAP),  Ja- 
karta, 7  December  2003.  The  speech  has 
been  edited  by  the  Editor  and  it  originally 
has  no  title.  The  above  title  is  provided  by 
the  Editor  for  publication  purpose. 


Within  the  year  2003  many  stra- 
tegic developments  have  taken  place: 
the  continued  improvement  of  US- 
China  relations,  Japan's  changing 
security  outlook,  the  persistent  threats 
of  terrorism,  the  on-going  tension 
in  the  Korean  Peninsula,  the  ASEAN 
Security  Community,  and  others.  The 
biggest  event  this  year  of  course  was 
the  Iraqi  crisis;  and  fortunately  for 
us  in  this  region  the  Iraqi  war  had 
lasted  in  a  relatively  short  time, 
thereby  sparing  us  the  serious  eco- 
nomic and  political  consequences 
which  might  follow  from  a  longer  war. 

The  strategic  outlook  in  2004  will 
remain  as  fluid  as  it  was  in  2003. 
However,  it  will  be  fraught  with  un- 
certainties, and  as  usual  there  is  al- 
ways the  possibility  of  surprises 
around  the  corner. 


CURRENT  EVENTS 

As  we  prepare  ourselves  for  con- 
tingencies, there  are  several  questions 
of  significance  which  merit  the  at- 
tention of  policy  makers  in  the  Asia 
Pacific  region;  and  how  we  respond 
to  these  challenges  will  in  turn  affect 
the  strategic  outlook  of  the  region. 

WILL  IRAQ  STABILIZE  OR  DE- 
STABILIZE? 

While  literally  the  Iraqi  war  has 
been  over  and  is  now  behind  us,  the 
members  of  the  Security  Council  are 
working  together  again  with  greater 
consensus  than  before.  However,  the 
Iraqi  issue  still  has  a  lot  of  troubling 
question  marks.  No  one  can  say  with 
certainty  who  exactly  acts  behind  the 
string  of  prolonged  attacks  against 
the  coalition  forces,  the  UN  office 
and  Iraqis.  And  no  one  can  precisely 
predict  whether  these  ceaseless  at- 
tacks will  remain  part  of  the  daily  pic- 
ture in  Iraq.  In  short,  no  one  knows 
when  they  will  end. 

Understandly,  Iraqi  people  should 
be  given  the  right  to  live  as  a  stable, 
peaceful,  prosperous  and  sovereign 
nation.  There  is  no  question  about 
that.  But  we  must  also  ask:  what  hap- 
pen if  that  does  not  transpire?  If  the 
peace  cannot  be  won  in  Iraq,  and  if 
the  political  and  security  situations 
worsen  for  a  longer  period  of  time, 
we  will  see  serious  implications  not 
only  for  Iraq,  but  also  for  the  Middle- 
East  and  beyond.  This  will  apply  to 
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Indonesia  as  there  is  a  high  degree 
of  public  attention  here  over  what 
goes  on  in  Iraq. 

Such  situation  will  impact  also  on 
the  political  landscape  of  the  US 
whose  political  establishment  will  be 
gearing  up  for  elections  in  Novem- 
ber 2004.  Therefore,  Iraq  cannot 
and  should  not  be  excluded  from  the 
strategic  outlook  of  the  Asia  Pacific 
region  for  2004.  Indeed,  it  may  well 
continue  to  occupy  the  attention  of 
the  policy  makers  in  the  region. 

HOW  WILL  THE  WAR  AGAINST 
TERROR  AFFECT  STRATEGIC 
RELATIONSHIPS  IN  THE  ASIA 
PACIFIC  REGION? 

Should  the  question  be  raised  5 
years  ago  about  what  the  primary 
threat  would  be  to  our  national  se- 
curity national,  most  likely  the  ans- 
wer would  be  anything  but  terror- 
ism. But  today's  terrorism,  which 
has  evolved  into  a  global  menace 
which  indiscriminately  targets  in- 
nocent civilians,  has  become  a  clear 
and  present  danger  to  our  national 
security  and  to  the  well-being  of  our 
citizens.  The  Bali  bombs  exploded 
in  Indonesian  territory  and  it  killed 
citizens  of  22  countries,  just  like  the 
September  11  attacks  in  the  US 
which  killed  citizens  from  70  countries. 

The  war  against  terror  — especi- 
ally in  its  more  sophisticated  form — 
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is  new  for  many  of  us.  But  one  un- 
ique feature  in  the  fight  against  ter- 
ror is  that  it  is  opening  up  strategic 
opportunities.  The  emerging  intel- 
ligence and  counter-terrorism  coop- 
eration between  the  US-China  is  a 
case  in  point.  Indeed,  this  region  has 
never  seen  so  much  counter-terrror- 
isrn  activities  as  we  have  seen  in  the 
last  2  years  or  so.  And  in  that  pro- 
cess, something  significant  is  hap- 
pening namely,  the  emergence  of 
a  new  security  culture  which  com- 
pels all  of  us,  save  none,  to  work  to- 
gether to  fight  terror,  irrespective  of 
whether  you  are  Indonesian,  Fili- 
pina,  Russian,  Chinese,  American, 
Japanese,  Australian.  This  emerging 
"cooperate  with  all"  security  culture 
is  not  necessarily  inevitable  or  some- 
thing to  be  taken  for  granted.  Hence, 
we  should  nurture  it  carefully.  After 
all,  in  the  war  against  terror  — where 
no  nation  can  go  it  alone  no  matter 
how  strong  and  powerful —  we  are 
all  partners,  we  are  all  strategic 
partners,  we  are  all  in  it  for  the  long 
haul. 

But  apart  from  the  strategic  op- 
portunies  it  creates,  we  must  also  see 
to  it  that  our  fight  against  terrorism 
does  not  lead  to  new  strategic  ten- 
sions or  aggravate  existing  ones.  If 
this  happens,  the  terrorists  will  be- 
nefit. So  the  question  that  we  need 
to  ponder  is:  how  do  we  handle  the 
war  against  terrorism  in  ways  which 


expand  opportunities  for  strategic 
cooperation  and  without  creating  new 
strategic  tensions? 

HOW  DO  WE  DEAL  WITH  THE 
GROWING  RESTLESSNESS  IN 
THE  ISLAMIC  WORLD? 

This  may  be  a  new  theme  for 
those  who  have  been  used  to  the  me- 
thodology of  counting  the  "guns  and 
the  boats"  in  their  strategic  analyses. 
But  a  pertinent  feature  of  our  inter- 
national environment  is  that  through- 
out the  Islamic  world,  there  is  a  battle 
for  the  soul  of  Islam  between  nations 
and  within  nations.  We  see  it  in  the 
capital  cities,  in  the  universities,  in 
the  streets,  in  the  hamlets,  and  in 
the  mosques.  We  see  it  also  in  Indo- 
nesia. How  these  battles  find  po- 
litical and  social  expressions  will 
determine  the  political  landscape  of 
the  region,  and  also  its  strategic  out- 
look. 

Given  their  demographics,  North- 
east Asia  will  probably  be  less  af- 
fected by  this  trend  than  Southeast 
Asia,  South  Asia,  and  the  Middle- 
East.  But  the  twist  ,  and  turns  within 
Islamic  communities  — where  ever 
they  may  be —  will  resonate  interna- 
tionally. Remember,  in  the  early 
1990s,  many  of  us  could  not  have 
cared  less  what  happened  in  Afghan- 
istan when  it  fell  to  the  Taliban,  until 
the  September  11  attacks  took  place, 
or  until  we  realized  that  a  number 
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of  future  terrorists  were  trained  in 
that  country. 

This  growing  restlessless  within 
the  Islamic  communities  will  conti- 
nue be  fueled  by  what  happens  in 
the  Arab-Israeli  conflict.  It  is  sad  that 
the  "road  map"  sponsored  by  the  US, 
EU,  Russia  and  the  UN  has  not  made 
any  significant  mileage,  and  indeed 
at  the  present  moment  it  seems  to 
be  running  out  of  steam.  But  we 
cannot  let  the  situation  slip  away: 
the  international  community  must 
continue  to  accord  the  highest  pri- 
ority to  the  resolution  of  the  Arab- 
Israeli  conflict.  The  establishment  of 
a  viable,  independent  and  sovereign 
Palestinian  state  — sooner  rather  than 
later —  would  be  a  historic  event 
that  would  be  hugely  welcomed  by 
the  Islamic  communities. 

That  is  why  we  must  recognize 
the  long-term  strategic  importance  of 
promoting  interfaith  dialogue  and 
bridging  the  Islamic  world  and  the 
west.  When  Presiden  Bush  met  with 
President  Megawati  in  Bali  on  22  Oc- 
tober 2003,  we  facilitated  a  special 
meeting  between  President  Bush 
and  Indonesia's  religious  leaders,  and 
every  participant  of  that  event 
agreed  that  it  turned  out  to  be  a 
very  constructive  meeting  of  the 
minds.  The  policy  input  from  CSCAP 
on  how  to  build  bridges  between 
the  Islamic  world  and  the  west  will 
certainly  be  of  great  interest  to  us. 


HOW  DO  WE  EVOLVE  MECH- 
ANISMS FOR  PEACE  WHICH 
CATERS  TO  THE  UNIQUE  CON- 
DITIONS OF  THE  ASIA  PA- 
CIFIC REGION? 

This  question  will  continue  to  be 
relevant,  precisely  because  we  con- 
tinue to  witness  flashpoints  in  the 
Asia  Pacific  region:  in  the  South 
China  Sea,  in  the  Korean  Peninsula, 
across  the  Taiwan  straits,  and  in 
Kashmca.  Each  of  these  conflict  situ- 
ation is  unique  and  requires  its  own 
remedy  for  resolution. 

In  the  Korean  Peninsula,  for  inst- 
ance, we  all  have  a  stake  in  a  nuclear 
free  Korean  Peninsula.  The  introduct- 
ion of  nuclear  weapons  by  any  party 
will  severely  upset  the  strategic  equ- 
ation, and  would  set  off  a  chain 
reaction  of  security  measures  by 
others  which  will  be  a  nightmare  for 
the  region.  We  all  welcome  the  fresh 
initiative  to  hold  the  6-party  talks 
in  Beijing.  We  hope  the  6  party 
mechanism  will  be  a  continuing  pro- 
cess and  the  indications  is  that  it  will. 
It  is  necessary  to  avoid  any  brinkman- 
ship which  can  further  destabilize 
the  situation. 

Indeed,  we  have  plenty  of  tools 
to  achieve  a  more  peaceful  and 
stable  environment  in  the  Asia  Pa- 
cific. ASEAN,  ASEAN  Reoional  Fo- 
rum, ASEAN  plus  3,  APEC,  Shanghai 
Cooperation  Organization  — coupled 
with  a  rich  network  of  bilateral  and 
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trilateral  cooperation  and  a  number 
of  conflict  management  mechanisms — 
have  become  important  building 
blocks  for  regional  security.  Sign- 
ificantly, in  the  year  2003  in  Bali, 
ASEAN  leaders  expressed  their  com- 
mitment to  establish  an  ASEAN  com- 
munity by  2020  which  comprises  Se- 
curity Community,  Economic  Com- 
munity, and  Socio-Cultural  Com- 
munity. 

The  question  is:  how  do  we  evolve 
all  these  mechanisms  for  peace  and 
networks  of  cooperation  in  ways 
that  can  lead  us  one  day  to  a  viable 
"security  community"  in  the  larger 
Asia  Pacific  region.  Given  the  po- 
litical landscape  and  flashpoints  in 
our  region,  this  will  be  no  easy  feat, 
and  will  require  a  great  deal  of  po- 
litical will,  diplomatic  finesse,  and, 
above  all,  patience.  In  this  case, 
CSCAP  may  generate  some  input  on 
how  we  can  arrive  at  the  answer  to 
that  question. 

HOW  DO  WE  CONTAIN  THE 
VIRUS  OF  EXTREEMISM,  ETHNIC 
CONFLICT,  AND  ETHNO-NA- 
TIONALISM? 

The  security  — and  in  certain  cases, 
survival —  of  many  states  in  our  region 
depends  on  their  ability  to  ward  off 
the  threats  posed  by  extremism,  ethnic 
conflict  and  ethno-nationalism.  These 
problems  should  never  be  underes- 
timated. As  a  case  in  point,  the  mighty 
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Soviet  Union  and  Yugoslavia  crumbled 
not  because  of  an  invading  foreign 
army  but  because  of  the  weight  of  its 
own  ethno-nationalism. 

We  must  prevent  these  viruses 
from  growing,  and  from  attaining 
trans-national  character.  In  one  of 
Indonesia's  communal  conflicts,  i.e., 
the  conflict  in  Poso,  for  example,  there 
has  been  an  evidence  of  the  involve- 
ment of  foreign  terrorist  groups,  who 
also  established  training  camps  in 
that  area;  while  in  Aceh,  the  separatist 
rebels  have  been  engaged  in  cross- 
border  arms  smuggling  for  quite  some 
time. 

Governments  around  the  region 
must  find  ways  to  work  together  and 
to  support  one  another's  efforts  to 
contain  these  viruses  from  growing, 
spreading  and  harming  us.  Ultimately, 
the  stability  of  our  region  will  hinge 
on  the  forces  of  moderation  and  toler- 
ance, the  politics  inclusion,  the  habit 
of  cooperation,  and  the  preservation 
of  national  unity. 

CONCLUDING  REMARKS 

The  points  mentioned  above  are 
some  strategic  issues  that  will  deter- 
mine the  region's  strategic  outlook. 
They  are  hardly  exhaustive,  and  as 
we  respond  to  these  issues  we  will 
find  that  they  tend  to  overlap  with 
one  another.  The  degree  to  which  they 
are  relevant  to  each  country  of  the  re- 
gion may  vary,  but  one  way  or  an- 
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other,  they  will  affect  our  regional 
stability  and  national  security. 

These  issues  do  matter  particularly 
for  Indonesia.  We  in  Indonesia  are 
always  mindful  of  the  fact  that  our 
national  security  is  closely  linked  to 
international  security.  But  we  are  also 
convinced  that  our  national  security 
must  also  promote  human  security. 
Indeed.,  we  have  moved  on  from  the 
static  and  rigid  Cold  War  environ- 
ment to  the  post  Cold  War  era,  which 
was  marked  by  the  expansion  of  the 
zones    of    democracies    and  open 
markets,  and  now  to  the  turbulent 
and  vurnerable  world  in  the  post  Sep- 
tember 11  era.  Consequently,  our 
security  thinking  has  been  increas- 
ingly preoccupied  with  the  problems 
of  how  to  promote  national  security, 
human  security  and  international 
security  in  ways  which  are  mutually 
reinforcing. 

In  keeping  with  our  democratic 
reforms,  the  Indonesian  Government 
has  made  structural  adjustments  to 
our  security  framework,  and  military 
reforms  have  become  a  key  feature  of 
our  democratic  transition.  In  line 
with  spirit  of  "reformasi",  the  milit- 
ary is  disengaging  from  the  political 
arena.  There  will  be  no  more  milit- 
ary faction  in  the  legislature  that 
will  be  stipulated  after  the  2004  elect- 


ions. The  military  and  police  are 
now  under  separate  commands.  The 
military  is  responsible  for  external 
defense,  and  the  police  for  internal 
defense.  Only  in  certain  specific  cases 
can  the  military  be  asked  to  assist 
the  police  in  maintaining  internal 
security.  Indonesia's  changing  se- 
curity framework  is  expected  to  1  so- 
lidify Indonesia's  security,  which 
will  in  turn  strengthen  regional  stab- 
ility. 

In  the  current  volatile  interna- 
tional environment,  there  are  those 
who  say  that  what  is  needed  is  the 
deepening  of  alliances.  But,  more  im- 
portant is  the  deepening  of  confid- 
ence building,  community  building 
and  conflict  resolution.  In  the  long- 
run,  these  are  the  true  pillars  of  the  re- 
gion's security  and  stability. 

What  ohould  be  appreciated  is  that 
the  governments  around  this  region 
continue  to  develop  their  habit  of  dial- 
ogue, consultation  and  cooperation. 
Nevertheless,  policy-makers  do  not 
have  all  the  answers  —  and  sometimes 
they  do  not  even  know  the  questions. 
This  is  why  we  will  all  benefit  from 
the  fresh  ideas  and  innovative  think- 
ing that  are  usually  generated  from 
informal,  dynamic  brainstorming  ses- 
sions which  have  become  the  hall- 
mark of  CSCAP. 
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From  the  South  China  Sea  to  the  Mekong 
River  Basin:  A  Framework  for  Transboundary 
Cooperation  and  Management  of 
Shared  Water  Resources* 

Apichai  Sunchindah 


THE  SOUTH  CHINA  SEA  CASE 

UNTIL  very  recently  the  South 
China  Sea  (SCS)  has  been  ,a 
source  of  friction  and  con- 
frontation revolving  primarily  around 
sovereignty  issues  over  territorial  and 
marine  resources.  In  this  connection, 
the  Spratly  islands  chain  has  been  a 
zone  of  dispute  and  contention  over 
the  past  decades  among  half  a  dozen 
claimant  parties  bordering  the  area, 
namely,  China,  Taiwan,  Philippines, 
Vietnam,  Malaysia  and  Brunei  Darus- 
salam,  the  latter  four  of  which  are 
member  states  of  the  Association  of 
Southeast  Asian  Nations  (ASEAN). 


"This  is  a  slightly  updated  version  of 
a  paper  which  was  originally  presented  at 
the  First  Southeast  Asia  Water  Forum  held 
during  17-21  November  2003  in  Chinngmai, 
Thailand.  The  views  expressed  in  this  paper 
are  the  author's  only  and  do  not  necessarily 
represent  those  of  the  United  Nations  or 
other  organizations  mentioned  herein. 


The  SCS  is  of  geo-strategic  import- 
ance due  to  its  location  straddling  vital 
sea  lanes  for  both  commercial  and 
military  vessels.  It  is  also  rich  in  ma- 
rine natural  resources  and  the  under- 
lying seabed  purportedly  contains  de- 
posits of  hydrocarbons  including  oil 
and  natural  gas.  A  number  of  the  lit- 
toral parties  have  made  periodical 
claims  to  various  portions  of  the  SCS, 
some  of  which  are  multiple  and  over- 
lapping in  nature.  This  had  often  re- 
sulted in  human  occupation  of  some  of 
the  islands,  reefs  and  rocks  and/or 
naval  clashes  involving  boats  and  ships 
of  one  or  more  parties.  Several  such 
incidents  which  occurred  in  the  late 
1980s  prompted  a  group  of  concerned 
watchers  of  the  region  to  initiate  a  pro- 
cess to  defuse  the  tension  and  address 
the  underlying  problems  that  caused 
the  flare-ups. 

The  Managing  of  Potential  Con- 
flicts in  the  South  China  Sea  project 
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began  in  1990.  It  comprises  a  series  of 
annual  workshop  sessions  cum  research 
studies  with  the  associated  establish- 
ment of  relevant  technical  working 
groups  to  address  specific  issues,  and 
was  led  by  Indonesian  and  Canadian 
institutions  with  initial  financial  sup- 
port from  the  Canadian  International 
Development  Agency  (CIDA).  The  pro- 
ject held  its  13th  workshop  in  Sep- 
tember 2003.  The  fundamental  object- 
ive of  this  project  is  to  reduce  poten- 
tial conflicts  among  the  parties  con- 
cerned by  undertaking  joint  or  coop- 
erative initiatives  that  would  then 
create  an  environment  conducive  to 
building  trust  and  confidence  so  as 
to  enable  them  to  resolve  the  conflicts 
or  prevent  them  from  occurring. 

Due  to  the  sensitive  and  delicate 
nature  of  some  of  the  matters  to  be 
addressed  in  connection  with  the  SCS 
case,  it  was  decided  at  the  outset  that 
the  forum  of  discussion  should  not  be 
established  in  a  formal  or  inter-govern- 
mental form  as  that  would  more  likely 
lead  to  deadlocks  and  stalemates.  The 
approach  taken  became  known  as  the 
Track  2  mechanism  within  ASEAN  cir- 
cles as  opposed  to  the  Track  1  process 
which  is  the  traditional  and  official 
fora  with  accredited  representatives 
of  sovereign  parties  making  known 
the  official  position  on  the  issues  con- 
cerned. Track  2  or  informal  diplomacy 
has  no  official  standing;  and  its  de- 
cisions are  therefore  non-binding 
among  the  state  parties.  Besides,  the 


participants  — who  can  be  government 
officials,  academics,  researchers  and 
experts —  become  engaged  in  their 
personal  and  individual  capacities 
only.  These  features  allow  a  freer 
flow  of  ideas  and  discussion  on  some 
of  the  contentious  and  sensitive  mat- 
ters with  less  concern  and  restriction 
of  necessarily  expressing  an  official 
stance  or  position  on  some  of  the  issues. 
The  chances  of  official  posturing  or 
stonewalling  are  therefore  much  less 
in  a  Track  2  mechanism  as  compared 
to  a  Track  1  process. 

Another  basic  aim  of  the  above  pro- 
ject is  to  achieve  a  better  understand- 
ing and  increasing  recognition  that  the 
SCS  is  a  single  ecosystem  shared  by 
the  various  littoral  parties  which  there- 
fore needs  to  be  managed  properly 
and  collectively  by  all  stakeholders  in 
order  to  obtain  optimum  utilization 
of  the  resources  available  as  well  as 
provide  effective  protection  for  them. 
This  has  led  to  the  formation  of  se- 
veral working  or  study  groups  during 
the  course  of  the  project  in  the  fol- 
lowing areas  —  marine  scientific  re- 
search, marine  environmental  pro- 
tection, resources  assessment,  legal 
matters,  safety  of  navigation,  and 
zones  of  cooperation.  The  outcomes  of 
these  Track  2  mechanisms  eventually 
resulted  in  raising  the  degree  of  un- 
derstanding and  comfort  level  in  ad- 
dressing difficult  and  controversial 
issues  relating  to  the  SCS  to  the  for- 
mal Track  1  level  and  were  at  times 
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instrumental  in  providing  inputs  to  the 
Track  1  process. 

Examples  of  such  outcomes  include 
the  issuance  of  the  Declaration  on  the 
South  China  Sea  by  the  Foreign  Min- 
isters of  ASEAN  in  1992  and  even 
more  significantly  the  adoption  of  the 
Declaration  on  the  Conduct  of  Parties 
in  the  South  China  Sea  (DoC)  by  the 
Foreign  Ministers  of  ASEAN  countries 
and  China  in  2002  (Annex  1).  The 
latter  statement  was  a  significant  mile- 
stone in  ASEAN-China  relations  par- 
ticularly on  the  SCS  issue  as  it  repre- 
sented the  first  time  that  both  sides 
have  reached  a  common  understand- 
ing on  the  principles  of  engagement 
on  a  commonly  shared  marine  resource 
by  upholding  the  relevant  international 
laws  and  universally  applied  norms 
pertaining  to  the  matters  at  hand.  In- 
terestingly, the  DoC  also  leaves  open 
the  possibility  of  the  concerned  parties 
adopting  a  more  legally  binding  code 
of  conduct  on  the  SCS  sometime  in 
the  future.  These  developments  clearly 
demonstrated  the  political  will  of 
both  ASEAN  and  China  to  resolve  con- 
flicts peacefully  and  undertake  joint 
activities  in  the  spirit  of  cooperation. 

RECENT  DEVELOPMENTS  IN 
ASEAN-CHINA  RELATIONS 

At  the  Summit  of  the  leaders  of 
ASEAN  and  China,  India,  Japan,  and 
the  Republic  of  Korea  held  in  Phnom 
Penh,  Cambodia  on  4-5  November 


2002,  besides  the  adoption  of  the  DoC 
as  mentioned  earlier,  both  ASEAN 
and  Ch  ina  also  signed  a  Framework 
Agreement  on  Comprehensive  Eco- 
nomic Cooperation  as  well  as  a  Joint 
Declaration  on  Cooperation  in  the  Field 
of  Non-traditional  Secu.rity  Issues. 
The  former  specifically  identified 
the  Mekong  River  Basin  (MRB),  the 
Greater  Mekong  Sub-region  (GMS)  and 
the  ASEAN  Mekong  Basin  Develop- 
ment Cooperation  (AMBDC),  environ- 
ment, fishery,  forestry  and  forestry 
products,  mining,  energy  and  sub-re- 
gional development  as  areas  of  coop- 
eration while  the  priority  issues  to  be 
addressed  under  the  latter  are  traffick- 
ing of  illegal  drugs,  people  smuggling 
which  also  includes  trafficking  of 
women  and  children,  sea  piracy,  ter- 
rorism, arms  smuggling,  money  laund- 
ering, international  economic  crime 
and  cyber  —  crime-most  of  which  are 
pertinent  to  the  Mekong  region  as  well. 

At  the  Summit  of  ASEAN  leaders 
and  their  counterparts  from  the  three 
Northeast  Asian  countries  and  India 
held  in  Bali,  Indonesia  on  7-8  October 

2003,  ASEAN-China  relations  was  fur- 
ther consolidated.  Two  significant  de- 
velopments took  place  in  this  regard. 
First,  China  (together  with  India)  ac- 
ceded to  the  Treaty  of  Amity  and  Co- 
operation in  Southeast  Asia  (TAC) 
which  is  the  first  time  that  a  super 
power  nation  in  the  world  has  signed 
on  to  the  ASEAN  treaty.  The  TAC 
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aims  to  promote  regional  peace  and 
amiable  ties  among  the  countries  con- 
cerned through  fostering  good  neigh- 
borliness  and  cooperation  in  various 
fields.  One  key  feature  of  the  treaty  is 
the  provision  for  the  peaceful  settle- 
ment of  differences  or  disputes  between 
the  countries  in  the  region.  The 
ASEAN  leaders  have  re-affirmed  in 
Bali  their  belief  that  the  TAC  is  the  key 
code  of  conduct  governing  relations 
between  states  and  peoples  and  a 
diplomatic  instrument  for  the  promo- 
tion of  peace  and  stability  in  the  region. 

Second,  the  leaders  of  ASEAN  and 
China  signed  a  Joint  Declaration  on 
Strategic  Partnerships  for  Peace  and 
Prosperity  which  would  serve  as  a 
blueprint  "to  foster  friendly  relations, 
mutually  beneficial  cooperation  and 
good  neighborliness  between  ASEAN 
and  China  by  deepening  and  ex- 
panding ASEAN-China  cooperative 
relations  in  a  comprehensive  manner 
in  the  21st  century,  thereby  contri- 
buting further  to  the  region's  long- 
term  peace,  development  and  coop- 
eration". The  SCS,  MRB  and  China's 
western  region  development  together 
with  environment,  science  and  tech- 
nology, education  and  culture  were 
highlighted  as  some  of  the  areas  for 
increased  collaboration.  Within  the 
scope  of  East  Asia  and  the  Pacific  re- 
gion, the  declaration  also  called  for 
joint  activities  "to  create  an  environ- 
ment of  tolerance  and  openness  ....  to 
move  forward  cooperation  and  regional 


economic  integration  ....  so  as  to  promote 
sustainable  development  and  common 
prosperity." 

The  Declaration  of  ASEAN  Con- 
cord II  (Bali  Concord  II),  adopted  by 
the  ASEAN  leaders  at  their  recent  Sum- 
mit, spelled  out  the  vision  to  achieve 
a  dynamic,  cohesive,  resilient  and  in- 
tegrated ASEAN  Community  by  2020 
which  would  rest  on  the  three  pillars 
of  an  ASEAN  Security  Community, 
an  ASEAN  Economic  Community  and 
an  ASEAN  Socio-Cultural  Community. 
Under  the  latter,  the  stipulation  is  for 
the  Community  to  intensify  cooperat- 
ion in  addressing  problems  associated 
with,  inter  alia,  "environmental  de- 
gradation and  transboundary  pollution 
as  well  as  disaster  management  in  the 
region  to  enable  individual  members 
to  fully  realize  their  development 
potentials  and  to  enhance  the  mu- 
tual ASEAN  spirit." 

The  above-mentioned  developments 
which  all  occurred  within  an  in- 
terval of  approximately  twelve  months 
clearly  demonstrated  the  determinat- 
ion on  the  part  of  both  ASEAN  and 
China  to  intensify  cooperation  in  a 
comprehensive  manner  in  the  years 
to  come  and  signified  that  ASEAN- 
China  relations  is  reaching  a  mature 
stage  of  development.  This  being  the 
case,  it  offers  a  window  of  opportunity 
for  both  sides  to  address  issues  of  mut- 
ual concern,  sensitive  or  otherwise,  in 
a  more  open  and  consultative' manner. 
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THE  MEKONG  RIVER  BASIN 
CASE 

The  Mekong  River  Basin  (MRB), 
while  not  yet  considered  a  flashpoint 
case  like  the  SCS  in  terms  of  the  scale 
of  territorial  dispute  and  degree  of 
confrontation,  is  nevertheless  an  area 
where  potential  conflicts  can  emerge 
and  increase  in  the  years  ahead  when 
competition  for  scarce  or  limited  re- 
sources become  more  intense  and  con- 
flicts of  interest  start  to  appear.  This  is 
due  to  the  fact  that  the  Greater  Mekong 
Sub-region  (GMS),  comprising  Viet- 
nam, Cambodia,  Lao  PDR,  Thailand, 
Myanmar  and  Yunnan  province  (China) 
of  which  the  MRB  is  a  central  and 
common  thread,  had  become  a  key 
focus  area  for  growth  and  development 
in  mainland  Southeast  Asia  over  the 
past  decade.  This  has  been  made  pos- 
sible by  the  peaceful  resolution  of  con- 
flict in  Indochina  in  the  early  1990s  and 
the  subsequent  engagement  of  Cam- 
bodia, Lao  PDR,  Myanmar  and  Viet- 
nam (CLMV)  with  its  immediate  neigh- 
bors and  beyond,  in  particular  by 
joining  ASEAN,  the  gradual  opening 
of  Yunnan  province  and  China  itself 
to  its  southern  neighbors  and  the 
Thai  Government's  policy  to  engage 
with  the  neighboring  countries  starting 
with  former  Prime  Minister  Chatchai 
Choonhavan's  initiative  of  turning 
the  Indochina  battlefields  into  a  mar- 
ket place.  The  impetus  for  such  de- 
velopments took  further  shape  with 


financing  from  various  funding 
agencies,  notably  the  Asian  Develop- 
ment Bank  (ADB)  and  Japan,  of  pro- 
grams and  projects  to  foster  coopera- 
tion among  the  countries  in  the  GMS. 

ASEAN  also  became  earnestly  in- 
volved in  the  process  from  1996  on- 
wards with  its  own  scheme  in  this  re- 
gard. This  all  culminated  in  the  first- 
ever  GMS  Summit  on  3  November  2002 
in  Phnom  Penh,  Cambodia  just  im- 
mediately prior  to  the  annual  Sum- 
mit of  ASEAN  leaders  as  well  as  with 
India  and  the  three  Northeast  Asian 
partners,  China,  Republic  of  Korea  and 
Japan.  The  next  GMS  Summit  has  been 
slated  for  2005,  to  be  hosted  by  China. 
Furthermore,  new  trilateral  and  quad- 
rilateral cooperation  initiatives  have  re- 
cently been  proposed  which  fall  within 
the  boundaries  of  the  GMS  such  as 
the  Ayeyawady-Chao  Phraya-Mekong 
Economic  Cooperation  Strategy  com- 
prising Myanmar,  Thailand,  Cambodia 
and  Lao  PDR,  and  the  Emerald  Tri- 
angle development  scheme  involving 
Cambodia,  Lao  PDR  and  Thailand. 

Some  of  the  potential  disputes  and 
conflicts  that  are  likely  to  appear 
or  intensify  within  the  MRB  in  the 
coming  years  include  upstream- 
downstream  riparian  issues  and  in 
particular  the  distribution  or  allocation 
of  water  for  multiple  uses  between 
countries,  within  a  country  or  even  be- 
tween population  groups  as  well  as 
the  possible  environmental  and  so- 
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cial  impacts  of  various  development 
schemes  on  the  millions  of  people  who 
depend  on  the  Mekong  River  system 
for  their  livelihoods.  It  could  now  be 
a  timely  moment  to  start  putting  in 
place  some  confidence  building  and 
cooperative  measures  as  well  as  me- 
diation and  dispute  settlement  mech- 
anisms for  the  entire  MRB.  In  this  re- 
gard, the  SCS  case,  especially  its  Track 
2  process,  could  serve  as  a  model  for 
developing  a  similar  framework  for 
the  transboundary  cooperative  man- 
agement of  freshwater  and  related  re- 
sources among  the  riparian  countries. 
The  composition  or  makeup  of  the 
concerned  parties  and  the  basic  issue 
in  question  in  both  cases  are  quite 
similar  with  4-5  ASEAN  countries  and 
China  sharing  and /or  contending  over 
a  common  resource. 

A  cooperative  arrangement  involv- 
ing both  ASEAN  and  China,  known  as 
the  ASEAN  Mekong  Basin  Develop- 
ment Cooperation  (AMBDC),  has  actu- 
ally been  in  existence  from  1996  with 
the  convening  of  the  1st  ministerial 
meeting.  Since  then  five  ministerial 
meetings  have  been  held  with  the 
most  recent  one  in  August  2003  in  Kun- 
ming, China.  While  the  areas  of  co- 
operation under  the  AMBDC  have 
focused  primarily  on  economic,  infra- 
structure and  human  capacity  activities, 
it  can  potentially  develop  into  a  more 
comprehensive  framework  for  col- 
laboration, consistent  with  the  evolut- 
ion of  the  ASEAN-China  dialogue  re- 


lations into  a  more  mature  relation- 
ship over  the  years.  The  other  at- 
tractive feature  of  the  AMBDC  is  that 
all  riparian  countries  of  the  MRB  plus 
the  non-riparian  ASEAN  countries  are 
participating  as  equal  members  in  this 
forum. 

Another  noteworthy  development 
in  terms  of  putting  water  management 
issues  more  centrally  on  the  agenda  of 
relevant  bodies  within  ASEAN  and  its 
dialogue  partners  is  the  establishment 
of  the  ASEAN  Working  Group  on 
Water  Resources  Management  (AWG- 
WRM)  in  July  2002,  with  the  assist- 
ance of  the  Southeast  Asia  Technical 
Advisory  Committee  (SEATAC)  of  the 
Global  Water  Partnership  (GWP).  As 
the  AWGWRM  comes  under  the 
overall  purview  of  the  ASEAN  Min- 
isters responsible  for  the  Environment, 
it  is  also  significant  to  note  that  at  the 
latter's  first  meeting  with  their  coun- 
terparts from  China,  Japan  and  the 
Republic  of  Korea  held  in  Vientiane, 
Lao  PDR  in  November  2002,  they 
agreed  to  intensify  cooperation  in 
areas  of  common  concern  including 
freshwater  resources. 

Later  on,  in  December  2003,  the 
Ministers  adopted  the  ASEAN  Long 
Term  Strategic  Plan  for  Water  Re- 
sources Management  to  meet  the 
needs  in  terms  of  health,  food  se- 
curity, economy  and  environment.  In 
line  with  the  decisions  of  the  Ministers, 
the  AWGWRM  could  very  Well  serve 
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as  the  champion  and  spearhead  for 
addressing  some  of  the  upstream- 
downstream  riparian  issues  based  on 
the  Integrated  Water  Resources  Man- 
agement (IWRM)  principles  of  having 
multi-stakeholder  participation  and 
cross-sectoral  integration.  This  would 
add  relevance  and  significance  to  the 
role  of  AWGWRM  and  AMBDC  and 
embedding  IWRM  practices  more  firmly 
in  the  mainstream  of  ASEAN-China 
cooperation,  perhaps  beginning  with 
a  Track  2  process  if  necessary,  like  ir> 
the  SCS  case. 

The  proposed  institutional  arrange- 
ment indicated  above  in  no  way  pre- 
cludes other  parties  or  bodies,  exist- 
ing or  planned,  from  being  engaged  in 
the  MRB  development  process.  In 
fact,  it  is  intended  to  facilitate  and 
complement  other  mechanisms  and 
modalities  in  the  pursuit  of  an  inte- 
grated and  sustainable  development 
paradigm  for  the  MRB.  The  aim  is 
therefore  to  merely  present  it  as  a 
viable  option  at  this  point  in  time 
taking  into  account  the  current  geo- 
economic-political  relations  among  the 
key  players  in  the  Mekong  region. 

CONCLUSIONS 

The  approach  taken  in  solving 
water  problems/issues  often  depends 
on  the  perspective  or  paradigm  that 
is  adopted.  Professor  Clarence  Schoen- 
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feld  once  said  "Water  management 
comprises  10%  of  water  management 
and  90%  of  people  management". 
Water,  being  an  essential  substance  for 
all  living  organisms  and  practically 
much  of  human  activities,  is  as  power- 
ful as  knowledge.  While  water  flows 
naturally  downstream,  it  is  equally 
self-evident  that  the  power  to  control 
water  lies  upstream.  As  people  are 
the  sources  of  essentially  all  water  re- 
source conflicts,  the  solutions  to  these 
problems  also  lie  with  human  beings 
and  their  institutions  to  put  in  place 
fair,  efficient  and  sustainable  systems 
of  water  governance.  The  proposed 
approach  of  building  upon  the  IWRM 
principles  and  incorporating  these  into 
the  appropriate  geo-political-institut- 
ional setting  at  the  proper  time,  could 
serve  as  a  model  for  confidence-build- 
ing as  well  as  conflict  prevention  and 
resolution  on  a  transboundary  water- 
based  issue  such  as  the  MRB.  The 
former  Chinese  Foreign  Minister 
Marshal  Chen  Yi,  during  a  visit  to 
Myanmar  in  1957,  wrote  a  poem  in  de- 
dication to  the  mutual  friendship: 

"I  live  in  the  upstream  and  you  live 
in  the  downstream, 

Our  friendship  flows  with  the  river 
we  both  drink." 

Perhaps  this  should  be  the  spirit  to 
inspire  us  to  work  towards  sustainable 
development  of  the  Mekong  region. 
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Annex  1 


DECLARATION  ON  THE  CONDUCT  OF  PARTIES 
IN  THE  SOUTH  CHINA  SEA 

The  Governments  of  the  Member  States  of  ASEAN  and  the  Government  of  the 
People's  Republic  of  China, 

REAFFIRMING  their  determination  to  consolidate  and  develop  the  friendship  and 
cooperation  existing  between  their  people  and  governments  with  the  view  to  promoting 
a  21st  century-oriented  partnership  of  good  neighborliness  and  mutual  trust; 

COGNIZANT  of  the  need  to  promote  a  peaceful,  friendly  and  harmonious  envir- 
onment in  the  South  China  Sea  between  ASEAN  and  China  for  the  enhancement  of 
peace,  stability,  economic  growth  and  prosperity  in  the  region; 

COMMITTED  to  enhancing  the  principles  and  objectives  of  the  1997  Joint  Statement 
of  the  Meeting  of  the  Heads  of  State /Government  of  the  Member  States  of  ASEAN 
and  President  of  the  People's  Republic  of  China; 

DESIRING  to  enhance  favorable  conditions  for  a  peaceful  and  durable  solution  of 
differences  and  disputes  among  countries  concerned; 

HEREBY  DECLARE  the  following: 

1.  The  Parties  reaffirm  their  commitment  to  the  purposes  and  principles  of  the 
Charter  of  the  United  Nations,  the  1982  UN  Convention  on  the  Law  of  the  Sea,  the 
Treaty  of  Amity  and  Cooperation  in  Southeast  Asia,  the  Five  Principles  of 
Peaceful  Coexistence,  and  other  universally  recognized  principles  of  interna- 
tional law  which  shall  serve  as  the  basic  norms  governing  state-to-state  relations; 

2.  The  Parties  are  committed  to  exploring  ways  for  building  trust  and  confidence 
in  accordance  with  the  above-mentioned  principles  and  on  the  basis  of  equality 
and  mutual  respect; 

3.  The  Parties  reaffirm  their  respect  for  and  commitment  to  the  freedom  of  nav- 
igation in  and  overflight  above  the  South  China  Sea  as  provided  for  by  the 
universally  recognized  principles  of  international  law,  including  the  1982  UN 
Convention  on  the  Law  of  the  Sea; 

4.  The  Parties  concerned  undertake  to  resolve  their  territorial  and  jurisdictional 
disputes  by  peaceful  means,  without  resorting  to  the  threat  or  use  of  force, 
through  friendly  consultations  and  negotiations  by  sovereign  states  directly 
concerned,  in  accordance  with  universally  recognized  principles  of  internatio- 
nal law,  including  the  1982  UN  Convention  on  the  Law  of  the  Sea; 


384 


THE  INDONESIAN  QUARTERLY,  Vol.  XXXI/2003,  No.  4 


5.  The  Parties  undertake  to  exercise  self-restraint  in  the  conduct  of  activities 
that  would  complicate  or  escalate  disputes  and  affect  peace  and  stability  in- 
cluding, among  others,  refraining  from  action  of  inhabiting  on  the  presently 
uninhabited  islands,  reefs,  shoals,  cays,  and  other  features  and  to  handle  their 
differences  in  a  constructive  manner. 

Pending  the  peaceful  settlement  of  territorial  and  jurisdictional  disputes,  the 
Parties  concerned  undertake  to  intensify  efforts  to  seek  ways,  in  the  spirit  of  co- 
operation and  understanding,  to  build  trust  and  confidence  between  and  among 
them,  including: 

a.  holding  dialogues  and  exchange  of  views  as  appropriate  between  their  de- 
fense and  military  officials; 

b.  ensuring  just  and  humane  treatment  of  all  persons  who  are  either  in  danger 
or  in  distress; 

c.  notifying,  on  a  voluntary  basis,  other  Parties  concerned  of  any  impending 
joint/combined  military  exercise;  and 

d.  exchanging,  on  a  voluntary  basis,  relevant  information. 

6.  Pending  a  comprehensive  and  durable  settlement  of  the  disputes,  the  Parties  con- 
cerned may  explore  or  undertake  cooperative  activities.  These  may  include  the 
following: 

a.  marine  environmental  protection; 

b.  marine  scientific  research; 

c.  safety  of  navigation  and  communication  at  sea; 

d.  search  and  rescue  operation;  and 

e.  combating  transnational  crime,  including  but  not  limited  to  trafficking  in 
illicit  drugs,  piracy  and  armed  robbery  at  sea,  and  illegal  traffic  in  arms. 

The  modalities,  scope  and  locations,  in  respect  of  bilateral  and  multilateral  coop- 
eration should  be  agreed  upon  by  the  Parties  concerned  prior  to  their  actual 
implementation. 

7.  The  Parties  concerned  stand  ready  to  continue  their  consultations  and  dial- 
ogues concerning  relevant  issues,  through  modalities  to  be  agreed  by  them, 
including  regular  consultations  on  the  observance  of  this  Declaration,  for  the 
purpose  of  promoting  good  neighborliness  and  transparency,  establishing  har- 
mony, mutual  understanding  and  cooperation,  and  facilitating  peaceful  reso- 
lution of  disputes  among  them; 

8.  The  Parties  undertake  to  respect  the  provisions  of  this  Declaration  and  take 
actions  consistent  therewith; 
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9.  The  Parties  encourage  other  countries  to  respect  the  principles  contained  in 
this  Declaration; 

10.  The  Parties  concerned  reaffirm  that  the  adoption  of  a  code  of  conduct  in  the 
South  China  Sea  would  further  promote  peace  and  stability  in  the  region  and 
agree  to  work,  on  the  basis  of  consensus,  towards  the  eventual  attainment  of 
this  objective. 

Done  on  the  Fourth  Day  of  November  in  the  Year  Two  Thousand  and  Two 
in  Phnom  Penh,  the  Kingdom  of  Cambodia. 


For  Brunei  Daruwalam 


0- 


Mooarned  Bo  Ileus 

Minister  of  Foreign  Aff»:r» 


For  the  Union  of  Myanmar ' 


Win  Aung 

Minuter  for  Foreign  Affairs 


For  the  Republic  of  the  Philippines 


For  the  Kingdom  of  Cambodia 


HOR  Nanakftng 

Senior  Minister  and  Mnr-ster  of 

Foreign  Affair*  arid  internaconal  Cooperation 


t-ot  the  Republic  ot  Indonesia 


Dr.  Haisan  Wirayuda 

Minuter  Cor  Foreign  Affair* 


For  the  Lao  People'*  Democratic  Republic 


Samoa  v-tj  La  ngsavad 
Deputy  Prime  Minister  aid 
Minister  for  Foreign  Affairs 


fas?.  Ople 

Secretary  of  Foreign  Affairs 


For  the  Republic  of  Singapore 


Prof.  S.  Jayakumar 
Minister  for  Foreign  Affairs 


For  the  Kingdom  of  Thailand 


Dr.  Suraklart  Sathlrathai 
Minister  of  Foreign  Affairs 


For  the  Socialist  Republic  of  Vict  Nam 


Nguyen  Dy  Nleo 

Minister  of  Foreign  Affairs 


For  Malays: a 


Di'taTse  -  u  »mki 
■aisrfster  of  1 


f  Foreign  Affairs 


For  the  People's  Republic  of  China 


Wang  VI 

Special  Envoy  and 
Vice  Minister  of  Foreign  Affairs 
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Elections  Count  Down 

Staff,  Department  of  Politics  and  Social  Change,  CSIS 


THE  ELECTORAL  COMMITTEE 

THE  2004  elections  process  has 
become  more  certain  with  the 
Elections  Commission's  (Komisi 
Pemilihan  Umwm/KPU's)  decision  to 
have  the  first  round  of  presidential 
election  on  5  July  2004  and  the  second 
round,  if  need  be,  on  20  September 
2004.  The  final  result  of  the  presid- 
ential election  will  be  announced  on 
5  October  2004.  If  no  second  round  is 
necessary,  the  elected  president  and 
vice  president  will  already  be  an- 
nounced on  30 -July  2003.  Should  there 
be  any  complaints  on  the  election  re- 
sults, the  announcement  for  the  elected 
president  and  vice  president  will  be 
delivered  on  5  August  2004  following 
a  ruling  by  the  Constitutional  Court. 

On  2  December  2003  the  Commis- 
sion had  announced  the  first  batch  of 


political  parties  that  had  passed  the 
verification  process  and  were  eligible 
to  participate  in  the  general  elections. 
This  was  followed  by  another  an- 
nouncement on  the  eligible  candidates 
for  the  DPD  on  9  December  2004.  The 
KPU  finally  had  also  announced  the 
participants  of  the  legislature  elections. 

The  KPU  also  has  to  issue  decrees 
to  facilitate  and  regulate  the  electoral 
process.  One  of  the  most  important 
decree  concerns  the  election  cam- 
paign mechanism.  The  decree  will  pro- 
vide all  electoral  participants  with 
equal  chances  and  opportunities  to 
campaign.  The  KPU  aimed  to  enact 
the  rules  of  the  game  that  apply  equ- 
ally to  all  participants,  and  to  guarantee 
that  there  will  not  be  massive  and 
violent  campaigns. 

As  contained  in  the  draft  decree, 
the  electoral  campaigns  will  last  within 
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the  period  of  no  more  than  three 
weeks.  This  will  be  conducted  prior 
to  a  silent  week  before  the  elections 
day  on  5  April  2004.  Major  political 
parties  have  no  objections  to  this.  But 
for  the  new  political  parties  the  period 
of  the  campaign  is  considered  to  be 
very  short,  which  is  unfair  to  them. 
Criticisms  against  the  KPU  are  there- 
fore likely  to  mount  in  the  coming 
few  months. 

Another  issue  that  causes  public 
suspicion  lies  in  the  way  KPU  man- 
ages tendering  procurement  for  the 
election,  which  is  considered  not  trans- 
parent. In  this  case,  the  KPU  has  al- 
ready received  anonymous  threats 
relating  to  the  procedure  of  tendering 
ballot  boxes.  Huge  amounts  of  money 
are  involved  in  the  various  tenders  for 
the  elections. 

POLITICAL  PARTIES 

It  is  expected  that  the  number  of  po- 
litical parties  that  would  pass  the  final 
verification  by  KPU  will  be  less  than 
the  48  contestants  as  in  the  1999  elect- 
ions. The  Commission  had  started  the 
verification  process  and  had  finalized 
this  on  7  December  2003. 

Six  political  parties  automatically 
remain,  since  they  passed  the  two- 
percent  threshold  in  the  1999  elections. 
Those  six  major  parties  are:  PDI-P, 
the  Golkar,  PPP,  PKB,  PAN,  and  PBB. 
As  of  2  December  2003,  six  (new)  po- 
litical parties  have  passed  the  final 


KPU  verification,  namely:  Partai  De- 
mokrat,  Partai  Bintang  Reformasi,  Par- 
tai Karya  Peduli  Bangsa,  Partai  Ke- 
adilan  dan  Persatuan  Indonesia,  Par- 
tai Keadilan  Sejahtera  and  Partai  Na- 
sional  Banteng  Kemerdekaan. 

It  is  interesting  to  note  that  two  of 
those  newly  set-up  parties  — Partai 
Karya  Peduli  Bangsa  (PKPB)  and  Par- 
tai Keadilan  dan  Persatuan  Indone- 
sia (PKPI) —  are  headed  by  former 
military  officers.  The  former  is  headed 
by  Ret. Gen.  Hartono,  who  remains 
close  to  Soeharto,  and  the  latter  by 
Ret.Gen.  Edy  Sudradjad,  former  Com- 
mander in  Chief  of  the  Army  during 
Soeharto's  New  Order.  Partai  Karya 
Peduli  Bangsa  has  immediately  an- 
nounced that  it  will  nominate  Mrs 
Tutut  Indra  Rukmana,  Soeharto's  el- 
dest daughter,  as  its  presidential  cand- 
idate. 

Partai  Demokrat  is  not  headed  by, 
but  is  known  to  be  the  creation  of,  Ret. 
Gen.  Susilo  Bambang  Yudhoyono,  who 
is  also  expected  to  perform  himself 
as  a  presidential  candidate.  While  Par- 
tai Keadilan  Sejahtera  and  Partai  Bin- 
tang Reformasi  are  Islam  oriented,  Par- 
tai Nasional  Banteng  Kemerdekaan  is 
a  nationalist  party. 

Of  the  46  political  parties  that  had 
passed  KPU's  administrative  verific- 
ation, 19  parties  can  be  considered  as 
nationalist-oriented  parties,  which  in- 
clude PDI-P  and  Golkar.  About  9  po- 
litical parties  are  socialist-oriented, 
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which  include  a  number  of  labor 
parties.  The  remaining  16  parties  are 
religious-oriented  parties,  of  which 
5  are  Christian  parties  and  11  are 
Muslim  parties.  The  11  Muslim  parties 
include  PPP,  PKB,  PAN  and  PBB.  In 
terms  of  their  orientations,  the  pro- 
portion of  contestants  in  the  2004 
elections  is  not  much  different  from 
that  in  the  1999  elections. 

It  seems,  however,  that  the  real  com- 
petition in  the  election  would  only 
occur  between  the  (old)  major  political 
parties.  Only  a  small  number  of  new 
political  parties  have  potential  support 
to  enter  in  the  real  competition.  These 
are  Syahrir's  Partai  Perhimpunan  In- 
donesia Baru  (PIB),  Ryaas  Rasyid's  Par- 
tai Persatuan  Demokrasi  Kebangsaan 
(PKD),  and  the  militant  Islamic  Par- 
tai Keadilan  Sejahtera  (PKS). 

Among  the  major  political  par- 
ties, Megawati's  PDI-P  is  facing  the 
most  serious  consolidation  problem. 
This  is  caused  mainly  by  Megawati's 
failure  to  seriously  consider  the  local 
aspirations  and  include  them  in  the 
party's  decision  making.  This  has  re- 
sulted in  the  growing  internal  con- 
flicts within  the  party,  which  in  turn 
tarnished  the  party's  image  in  the  eyes 
of  the  public.  It  is  unclear,  however, 
how  this  will  affect  PDI-P  in  the  elect- 
ions. Several  polls  suggest  a  significant 
loss  of  votes  for  PDI-P,  from  the  34% 
in  the  previous  elections  to  as  low  as 
22%  in  the  next  elections. 


In  contrast  to  PDI-P,  Golkar  Party 
appears  to  be  gaining  strength  day 
by  day.  It  is  indeed  the  only  large  party 
that  is  in  tact  and  relatively  well  or- 
ganized down  to  the  local  level.  Its 
introduction  of  a  competitive  system 
in  electing  a  presidential  candidate, 
through  the  convention  system,  makes 
it  even  more  attractive.  This  process 
has  opened  up  the  possibility  of  bring- 
ing in  new  candidates.  However,  the 
final  outcome  is  still  open  to  mani- 
pulation by  the  party's  central  board. 

Many  political  parties  have  started 
the  process  of  selecting  candidates  for 
the  DPR.  A  major  problem  faced  by 
these  parties  is  to  be  able  to  fill  in  the 
30%  quota  for  women  candidates. 
Major  parties  are  recruiting  famous  ac- 
tresses as  well  as  women  activists  and 
academicians.  Different  parties  have 
different  procedures  and  mechanisms 
for  the  selection.  In  the  case  of  PDI-P, 
for  example,  the  selection  process  is 
supposed  to  be  bottom  up,  from  the 
lowest  party  level  at  the  kecamatan 
(sub-district)  up  to  the  national  level, 
although  seniority  of  membership  in 
the  party  remains  an  important  factor 
in  the  party's  selection  process.  Yet,  the 
final  decision  is  left  to  the  party's 
central  board. 

The  Golkar  Party  will  have  30-40% 
of  its  candidates  drawn  from  the  older 
generation;  the  rest  would  be  given 
to  younger  generation.  Compared  to 
other  parties,  in  particular  the  new 
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ones,  Golkar  may  have  less  problems 
in  the  internal  selection  of  candidates. 
By  the  end  of  January  2004,  the  KPU 
had  formally  publicized  all  parties' 
candidates  for  the  DPR. 

THE  DPD 

There  have  been  many  problems 
with  regard  to  the  selection  process  of 
individual  candidates  for  member  of 
the  DPD  (Dewan  Perwakilan  Daerah). 
The  KPU  has  found  out  several  irre- 
gularities in  the  documents  submitted 
by  candidates  to  contest  for  the  DPD. 
The  DPD  is  not  a  powerful  body,  but 
together  with  the  DPR  they  constitute 
the  People's  Consultative  Assembly 
(MPR).  Independent  candidates  for  the 
DPD  will  have  to  show  that  they  have 
sufficient  supporters  as  indicated  by 
copies  of  identity  cards.  The  use  of 
identity  cards  of  deceased  persons 
is  amongst  the  irregularities  found.  A 
large  number  of  DPD  candidates  are 
prominent  figures  who  have  been  as- 
sociated with  Soeharto's  New  Order. 

According  to  KPU's  most  recent 
data,  all  73  DPD  candidates  registered 
in  Jakarta  had  to  rectify  their  docu- 
ments. This  also  applies  to  59  cand- 
idates in  West  Java,  61  in  Banten,  41  in 
West  Java,  27  in  Central  Sulawesi  and 
15  in  Papua.  In  the  troubled  province 
of  Aceh,  11  out  of  27  DPD  candidates 
must  also  re-submit  their  documents. 
Even  in  Central  Java  and  East  Java  this 
was  also  the  case  with  35  out  of  69 


candidates  and  27  out  of  34  candid- 
ates, respectively. 

At  least  four  DPD  members  will 
be  elected  from  each  of  the  country's 
32  provinces.  In  order  to  run  in  the 
election,  an  aspirant  has  to  submit 
documents  of  support  from  the  local 
people,  including  thousands  of  copied 
ID  cards,  depending  on  the  number  of 
people  the  candidate  wishes  to  repre- 
sent. Under  existing  legislation  those 
found  to  have  submitted  fake  docu- 
ments are  still  given  a  chance  to  im- 
prove and  complete  the  necessary 
documents.  On  9  December  2003,  the 
KPU  announced  the  candidates  for  the 
DPD  that  were  eligible  to  take  part  in 
the  contest. 

Pro-democracy  activists  are  calling 
for  the  disqualification  of  DPD  as- 
pirants who  submitted  fake  documents, 
arguing  that  they  had  lost  the  moral 
right  to  sit  in  the  Council.  They  also 
urged  the  KPU  to  announce  the  names 
of  DPD  candidates  who  had  tried  to 
pass  the  DPD  screening  by  submitting 
false  ID  cards  or  copies  of  ID  cards 
without  the  consent  of  their  owners. 

PRESIDENTIAL  HOPEFULS  — 

What  is  most  exciting  today  are  the 
daily  assessments  about  which  pres- 
idential candidates  have  raised  their 
chances  and  which  presidential  hope- 
fuls have  become  less  attractive.  Yet 
underneath  this  game  of  guessing 
and  assessing  is  a  growing  anxiety 
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about  the  ability  of  the  system  to  pro- 
duce an  effective  leader.  There  is  also 
the  hope  that  the  country  would  be 
run  by  a  more  effective  political  party. 
This  leads  many  to  carefully  watch 
developments  within  the  Golkar  Party. 
However,  there  is  still  a  strong  belief 
that  despite  PDI-P's  weaknesses,  Me- 
gawati may  still  be  the  most  popular 
presidential  candidate.  This  is  mainly 
because  of  her  name  recognition. 

A  newly  established  survey  insti- 
tute, Letnbaga  Survei  Indonesia  (LSI), 
has  released  its  first  survey  results  on 
the  presidential  elections.  It  suggests 
that  the  three  strongest  presidential 
candidates  are:  Megawati,  the  incum- 
bent president;  Susilo  Bambang  Yu- 
dhoyono,  the  current  coordinating  min- 
ister for  political  and  security  issues; 
and  Hamzah  Haz,  the  current  vice 
president.  It  also  concludes  that  Gol- 
kar, which  is  likely  to  come  out  as  the 
strongest  party,  will  only  be  the 
"king  maker".  Yet,  its  presidential 
candidate  is  not  likely  to  win.  In  a 
number  of  the  polls,  Golkar's  possible 
candidate,  Akbar  Tandjung,  is  in  the 
third  place,  following  Megawati  and 
Susilo  Bambang  Yudhoyono. 

While  the  jockeying  for  the  presid- 
ential seat  is  exciting  as  the  country  is 
experiencing  an  open  competition  for 
the  first  time,  how  far  the  system  can 
produce  new  leaders  still  remains  to 
be  seen.  As  it  stands  now,  no  exciting 
personality  is  in  sight.  It  is  even  still 


unclear  whether  Susilo  Bambang  Yu- 
dhoyono will  be  amongst  the  presid- 
ential candidates.  He  will  have  to  be 
nominated  by  a  political  party  or  a 
group  of  political  parties  that  at  least 
will  get  3%  of  the  votes  in  the  parlia- 
mentary elections. 

What  remains  largely  unnoticed, 
and  has  not  been  captured  by  the  LSI 
survey  and  other  surveys,  is  the  in- 
creasing strength  of  Wiranto  as  a  pres- 
idential candidate.  Wiranto,  the 
former  Commander-in-Chief,  is  act- 
ively seeking  for  support  from  with- 
in Golkar.  Apparently  he  has  the  sup- 
port of  the  military,  which  still  has  a 
strong  grip  in  Golkar  in  the  regions. 
This  is  a  development  that  must  be 
watched  carefully.  However,  Wiranto, 
has  been  identified  as  a  main  political 
figure  who  has  allegedly  received 
money  from  one  of  the  main  culprits  of 
the  BNI  scandal,  Andrian  Woworuntu. 
The  latter  is  known  to  have  close 
business  connections  with  the  military, 
and  has  been  backed  by  several  former 
military  high-ranked  officers,  includ- 
ing Wiranto.  It  remains  to  be  seen 
whether  this  scandal  will  have  an  ef- 
fect on  Wiranto's  political  career.  In 
fact,  there  are  many  other  skeletons 
in  Wiranto's  closet  that  will  be  brought 
into  the  open  as  political  campaigning 
increasingly  heats  up  in  the  months 
to  come. 

Another  interesting  development 
is  the  declining  popularity  of  Amien 
Rais.  The  LSI  survey  also  found  that 
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support  for  Amien  Rais  has  greatly  de- 
clined. He  even  ranks  below  Abdurrah- 
man Wahid  in  the  polling.  As  argued 
by  LSI,  the  2004  elections  will  mark 
the  end  of  Amien  Rais'  political  career. 
Another  case  in  point  is  the  weakened 
support  for  Abdurrahman  Wahid  from 
within  his  own  community  because  of 
his  recent  decision  to  dismiss  the  Se- 
cretary General  of  PKB.  His  decision 
has  been  overruled  by  the  party  leader- 
ship with  the  support  of  the  clergy. 
This  is  unprecedented. 

The  overall  picture  that  emerges  is 
one  that  is  after  all  not  very  exciting  in 
terms  of  the  likely  outcome  of  the 
elections  in  2004.  With  Megawati  still 
being  the  most  likely  winner,  due  to 
her  name  recognition  — particularly 
in  the  rural  areas  as  the  LSI  survey 
also  shows —  no  major  changes  are  to 
be  expected.  A  recent  important  sem- 
inar at  Gajah  Mada  University  in  Yog- 
yakarta  concluded  that  the  country  is 
in  serious  trouble.  The  lack  of  effective 
leadership  has  brought  the  country  into 
the  brink  of  disaster.  There  was  the 
warning  that  this  situation  might  bring 
the  military  back  into  politics.  It  may 
also  be  the  reason  for  the  increased 
support  to  such  figures  as  Wiranto 
and  Akbar  Tandjung,  two  Golkar 
candidates  that  are  politically  unac- 
ceptable but  are  able  to  perform  more 
effective  leadership. 

Other  interesting  contenders  that 
have  emerged  included  Aburizal  Ba- 
krie,  the  Chairman  of  the  Indonesian 


Chamber  of  Commerce  and  Industry, 
and  Surya  Paloh,  the  media  mogul. 
They  have  a  lot  of  money  to  spend 
and  do  make  interesting  speeches,  but 
they  may  not  get  the  popular  support. 
Perhaps  the  most  serious  contender 
for  Akbar  is  Wiranto,  the  former 
Commander-in-Chief.  He  makes  good 
speeches  and  travels  widely  in  the 
country  to  garner  support.  He  too  has 
a  lot  of  money  to  spend.  However,  his 
international  image  is  seriously  tar- 
nished and  rightly  so. 

The  Golkar  Party,  the  only  party 
that  has  instituted  a  national  convent- 
ion to  select  its  presidential  candidate, 
has  ended  the  first  stage  of  the  con- 
vention in  late  October  with  two  de- 
cisions that  depart  from  the  original 
understanding.  The  first  was  that  in- 
stead of  selecting  the  top  five  cand- 
idates, it  will  retain  the  seven  names 
that  received  the  largest  votes.  These 
seven  are,  in  order  of  their  "popul- 
arity" in  the  regions:  (1)  Aburizal  Ba- 
krie,  Chairman  of  the  Chamber  of 
Commerce  and  Industry;  (2)  Surya 
Paloh,  the  media  mogul;  (3)  Wiran- 
to, Soeharto's  former  Commander-in- 
Chief;  (4)  Akbar  Tandjung,  Golkar's 
chairman;  (5)  Jusuf  Kalla,  current 
Coordinating  Minister  for  Social  Af- 
fairs; (6)  Prabowo,  former  son-in-law 
of  Soeharto;  and  (7)  the  Sultan  of  Yog- 
yakarta,  Hamengku  Buwono  X. 

The  second  decision  is  that  the 
final,  single  candidate  will  not  be  se- 
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lected  in  February  2004,  but  only  after 
the  general  elections  in  April  2004. 
There  are  various  interpretations  about 
the  changes  in  the  process.  One  such 
interpretation  suggests  that  due  to 
many  possible  manipulations  in  the 
process,  as  could  be  inferred  from  the 
"popularity"  of  candidates  that  have 
large  financial  resources  (Bakrie,  Pa- 
loh  and  Wiranto),  the  faction  in  Golkar 
that  supports  Akbar  Tandjung  prefers 
that  the  arena  be  left  wide  open,  and 
to  remain  so  until  after  the  elections. 
In  doing  so,  these  candidates  will  con- 
tinue to  campaign  for  themselves  using 
their  own  resources.  This  will  benefit 
Golkar  as  a  party.  If  Golkar  wins  the 
elections  in  April  2004,  Akbar  Tan- 
djung as  chairman  can  claim  the  vic- 
tory, which  can  be  turned  into  his  per- 
sonal advantage.  This  interpretation 
suggests  that  Akbar  Tandjung  is  in- 
deed a  shrewd  politician. 

Although  there  is  still  a  long  way 
to  go  for  the  presidential  election,  it 
can  be  expected  that  a  secular  national- 
ist of  one  kind  or  another  will  win  the 
election.  However,  one  of  the  most 
important  questions  is  which  pro- 
minent Muslim  the  president-elect  will 
choose  as  his- or  her  vice  presidential 
partner. 

VOTING  BEHAVIOR 

In  another  interesting  survey  by 
LSI,  it  was  found  that  Muslim  voters 
in  Indonesia  tend  to  favor  moderate, 
pluralistic    and    democratic  parties 


rather  than  parties  that  promote  the 
sharia  (Islamic  law)  or  the  idea  of  an 
Islamic  state.  The  survey  was  con- 
ducted between  1  and  20  August  2003, 
involving  2,240  respondents,  of  which 
89.1%,  or  1,996,  were  Muslim.  Of  the 
Muslim  respondents,  49.8%,  or  994, 
categorized  themselves  as  devout. 

Over  51%  of  the  devout  Muslims 
said  that  in  the  2004  elections  they 
would  vote  for  secular,  nationalist- 
oriented  parties,  represented  by  Gol- 
kar (34.6%)  and  PDI-P  (14%),  while 
21.4%  preferred  parties  that  are  stead- 
fast in  struggling  for  sharia,  namely 
the  Partai  Persatuan  Pembangunan 
(PPP),  the  Partai  Bulan  Bintang  (PBB) 
and  the  Partai  Keadilan  Sejahtera 
(PKS).  Among  the  1,002  secular  Mus- 
lim respondents,  38.9%  favored  Golkar 
and  30.5%  picked  PDI-P,  compared  to 
11.2%  for  PPP  and  7.8%  for  Partai 
Kebangkitan  Bangsa  (PKB),  a  political 
party  that  claims  to  represent  the  trad- 
itionalist Muslim  group,  Nahdlatul 
Ulama. 

The  survey  also  found  that  a  coalit- 
ion of  PKB,  PKS  and  PAN,  which 
would  emulate  the  Axis  Force's  suc- 
cess in  foiling  PDI-P  chairwoman  Me- 
gawati Soekarnoputri's  presidential  bid 
in  1999,  had  the  support  of  just  one- 
third  of  devout  Muslim  respondents 
and  16.2%  of  secular  Muslim  res- 
pondents. 

The  PKB,  PKS  and  PAN  had  the 
support  of  19.2%  of  the  total  number 
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of  respondents,  the  poll  revealed. 
When  it  came  to  supporters  of  parties 
that  clearly  fight  for  sharia  —  PPP,  PBB 
and  PKS —  the  level  of  support  fell  to 
as  low  as  14%,  according  to  the  survey. 

This  survey  suggests  that  Muslim- 
based  parties  are  unlikely  to  garner 
enough  support  to  gain  the  majority  of 
the  votes  in  the  2004  elections. 

ELECTIONS  IN  ACEH  AND  PAPUA 

The  conduct  of  the  elections  is 
likely  to  be  troublesome  in  conflict 
areas  such  as  Aceh  and  Papua.  Aceh 
remains  the  very  hot  spot  region  of 
the  country  as  after  the  six  months  of 
military  operations  in  the  region,  the 
government  has  decided  to  extend 
martial  law  in  Aceh  for  another  six 
months.  The  government  admitted 
that  the  separatist  Free  Aceh  Move- 
ment (GAM)  had  remained  strong  in 
terms  of  personnel  and  weaponry,  and 
they  have  changed  their  tactics  to  full 
guerrilla  warfare.  The  extension  of  the 
martial  law  in  Aceh  will  have  a  cer- 
tain influence  on  the  process  and  re- 
sults of  the  2004  elections. 

The  DPR  and-  the  TNI  welcome  and 
will  support  the  government's  de- 
cision. With  this  support,  the  govern- 
ment simply  ignored  every  criticism 
on  the  decision.  Domestic  human 
rights  activists  and  the  international 
community,  including  donor  countries, 
are  most  unhappy  with  the  govern- 
ment decision.  It  can  be  argued  that 


the  six-months  operation  had  served 
as  a  proof  that  the  use  of  the  security 
approach  could  not  resolve  the  Aceh 
problem  and  that  the  government 
should  consider  a  non-militaristic  way 
to  solve  it. 

Reports  suggest  that  during  the  6 
months  period,  from  19  May  to  19  No- 
vember 2003,  1,106  members  of  the 
Free  Aceh  Movement  (GAM)  have  been 
killed,  1,544  have  been  detained,  and 
504  persons  have  surrendered.  A  total 
of  488  riffles  have  been  confiscated. 
In  September  2003,  the  military  ad- 
mitted for  the  first  time  that  there  have 
been  many  civilian  casualties  and  mis- 
sing persons.  As  many  as  100  women 
have  been  raped  according  to  the  tes- 
timony of  the  Friend  of  Aceh  to  the 
Komnas  HAM. 

The  Presidential  Decree  to  extent 
martial  law  signaled  the  need  for 
much  improvement  in  the  conduct  of 
the  so-called  Comprehensive  Operat- 
ions. The  Comprehensive  Operation 
includes  humanitarian  assistance,  eco- 
nomic recovery,  upholding  the  rule  of 
law,  strengthening  governance,  and 
restoring  peace  and  order.  A  greater 
mandate  is  given  to  the  chairman  of 
the  agency  in  charge  of  the  day-to-day 
implementation  at  the  central  govern- 
mental level,  who  happens  to  be  Coor- 
dinating Minister  Susilo  Bambang 
Yudhoyono.  However,  it  has  been  ru- 
mored that  Minister  Yudhoyono  will 
soon  resign  from  the  Cabinet  as  he 
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will  also  be  running  for  President. 
Furthermore,  the  chairman  of  the  agency 
in  charge  will  also  form  a  Monitoring 
Team,  among  other  things  to  prevent 
misuse  of  the  funds.  This  Team  will  in- 
clude a  number  of  ministers,  includ- 
ing among  others  the  Minister  of  Trade 
and  Industry,  the  Minister  of  Energy, 
and  the  Minister  of  Forestry.  It  is  also 
questionable  whether  such  a  team  of 
ministers  can  be  effective. 

The  situation  in  Papua  has  im- 
proved slightly  as  a  peace  agree- 
ment through  customary  tradition  has 
been  reached  between  groups  that  are 
for  and  against  the  splitting  of  the 
province.  This  peace  agreement,  known 
as  ugon  urawin,  has  greatly  reduced 
the  tensions  at  the  grassroots  level,  but 
will  have  to  be  wisely  followed  up  at 
the  higher  political  levels.  This  will 
have  to  be  followed  up  by  the  establish- 
ment of  the  Council  of  the  Papuan 
People,  as  stipulated  in  the  special  auto- 
nomy law  for  Papua,  as  a  forum  for 
consultation  amongst  the  people  of 
Papua,  including  on  the  status  of  the 
province. 

However,  tension  in  the  region 
arises  back  when  the  Komnas  HAM 
accuses  the  military  (TNI)  of  abuses 
in  Papua.  According  to  the  preliminary 
findings  of  Komnas  HAM,  TNI  per- 
sonnel tortured  48  people,  killed  seven 
and  forcibly  evacuated  some  7,000  res- 
idents in  Wamena  between  April  and 
June  2003.  The  incidents  took  place 
during  raids  by  the  Army  after  alleged 


Free  Papua  Movement  (OPM)  mem- 
bers broke  into  a  TNI  armory  in  Wa- 
mena regency  on  4  April  2003,  and  es- 
caped with  29  riffles.  Meanwhile  in 
Wasior  regency,  16  people  were  tor- 
tured, three  killed  and  dozens  of  homes 
were  burned  down  by  police  during 
raids  carried  out  after  six  troopers  from 
the  police's  paramilitary  force,  the 
Mobile  Brigade  (Brimob),  who  were 
guarding  a  logging  company  were  killed 
by  a  group  of  Papuan  rebels. 

This  indicates  that  war  between  TNI 
and  the  Organization  of  Free  Papua 
(OPM)  is  still  continuing.  If  this  war 
continues  until  next  year,  it  may  have 
implications  to  the  election  process  in 
the  region.  One  may  argue  that  a  fair 
and  just  election  should  not  be  con- 
ducted in  an  area  that  is  in  a  serious 
conflict  as  people  cannot  decide  their 
votes  peacefully. 

ELECTIONS  AND  THE  TNI 

The  Commander  in  Chief  of  the 
Armed  Forces  (TNI),  Gen.  Endriartono, 
has  stated  that  the  TNI  would  keep  its 
neutrality  in  the  elections.  He  also 
reiterated  that  members  of  the  TNI  will 
not  vote  in  accordance  with_  Article 
145  of  Law  No.  12/2003  on  the  elect- 
ions. It  should  be  noted  that  many 
retired  military  officers  have  been  re- 
cruited by  political  parties,  including 
as  presidential  candidates.  The  military 
chief  made  it  clear  that  these  persons 
cannot  use  the  military  for  their  po- 
litical activities. 
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However,  it  is  surprising  that  out  of 
the  blue,  General  Endriartono  Sutarto, 
recently  made  a  statement  warning  the 
public  about  efforts  by  politicians  to 
sabotage  the  2004  general  elections. 
When  pressed  to  substantiate  the  al- 
legation, Gen.  Endriartono  referred  to 
efforts  by  a  group  of  political  parties 
to  bring  the  Political  Laws  under 
judicial  review  because  they  are  un- 
happy with  them.  However,  the  de- 
mand for  a  judicial  review  is  a  legal 
process  and  is  not  unconstitutional. 
Many  have  wondered  why  such  a 
statement  was  made.  This  could  sug- 
gest that  either  he  is  totally  ignorant 
about  the  mechanics  of  the  political 
process  or  it  was  a  deliberate  attempt 
to  discredit  civilian  politicians  as  being 
unable  to  manage  the  country's  po- 
litical affairs.  Should  it  be  the  latter, 
by  implications  it  could  be  seen  to  in- 
dicate the  military's  desire  to  continue 
to  take  an  active  part  in  the  political 
process.  In  this  case,  civil  society  and 
many  politicians  have  demanded  that 
Gen.  Endriartono  withdraws  his  state- 
ment. 

SECURITY  ISSUES 

Terrorist  Suspects  on  the  Run 

The  government  remains  highly 
committed  to  break  the  terrorist  net- 
works in  Indonesia.  An  increasing 
number  of  persons  have  been  detained 
since  the  Marriott  bombing.  The  police 
have  been  rather  successful.  Two  Mar- 


riott bombing  suspects  have  been  ar- 
rested in  Cirebon  of  West  Java  with 
five  explosive  devices,  possibly  blast- 
ing caps,  in  their  luggage,  and  eventu- 
ally were  taken  to  Jakarta  for  interro- 
gation. The  two  suspects  were  Tohir 
alias  Masrizal  and  Ismail  alias  Ricky 
Purwanto. 

Following  the  arrest  of  the  two  sus- 
pects, the  Police  is  chasing  two  other 
most  wanted  suspects  Malaysians 
Dr.  Azhari  and  Noordin  Mohd  Top. 
Instead  of  catching  the  suspects,  how- 
ever, the  Police  found  four  home- 
made bombs  at  the  room  rented  by  Aza- 
hari  and  Noordin  in  Bandung.  In  Ci- 
rebon, the  police  also  disposed  of  the 
five  blasting  caps,  which  were  packed 
in  small  tubes,  an  eye  glass  holder 
and  a  cigarette  pack. 

Azahari,  Noordin  and  Ismail  are 
among  the  most  wanted  terror  sus- 
pects in  Southeast  Asia.  They  are  all 
suspected  members  of  the  famaah  7s- 
lamiyah  (JI)  terrorist  network  and  al- 
legedly played  major  roles  in  last  year's 
Bali  bombing,  which  claimed  more  than 
200  lives,  and  the  Marriott  bombing, 
which  killed  12  people  and  injured  147 
others.  The  police  distributed— fresh 
pictures  of  the  two  men  as  they  believed 
the  fugitives  were  still  holed  up  some- 
where in  Indonesia.  The  run  of  Azhari 
and  Noordin  remains  posing  threat 
of  terror  in  the  county. 

However,  the  arrests  of  persons 
linked  to  the  terrorist  acts  continue  to 
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arouse  reactions  from  within  sections  of 
the  Muslim  community.  There  is  great 
sensitivity  about  the  links  between 
terrorism  and  Muslim  groups.  This  led 
to  defensive  reactions,  even  continued 
denial,  on  the  part  of  some  Muslim 
leaders.  This  requires  the  police  to 
handle  the  arrests  with  great  compet- 
ence so  as  to  minimize  the  likelihood 
of  its  politicization.  A  major  defici- 
ency on  the  part  of  the  government, 
which  can  have  long  term  political 
implications,  is  the  lack  of  clear  mes- 
sages to  and  communication  with  the 
public  on  these  matters. 

Violence  in  Some  Regions 

Other  related  security  issues  that 
cause  anxiety  among  Indonesians  were 
the  evidence  of  violence  in  various 
places  in  Indonesia.  In  Jakarta,  from 
October  until  recently  the  authority  of 
the  city  of  Jakarta  has  undertaken  a 
series  of  forced  eviction  towards  il- 
legal occupants  in  various  parts  of 
Jakarta.  This  left  thousands  of  people 
homeless.  Violence  erupted  during  the 
evictions.  The  fall-out  of  these  evictions 
will  largely  be  felt  by  PDI-P  in  the 
next  elections.  Although  Megawati  has 
recently  criticized  the  city  government 
for  those  actions,  her  popularity 
amongst  the  urban  poor  — her  main 
supporter  in  Jakarta —  has  been  greatly 
affected  by  allowing  this  to  happen. 

In  Poso,  public  security  remains  a 
luxury  to  be  enjoyed  by  people.  After 


a  series  of  fighting  and  killings,  and 
negotiations  for  peace,  once  again  a 
low-explosive  bomb  was  detonated 
in  some  places  in  the  region  causing 
panic  among  locals  although  no  casu- 
alties were  reported.  This  indicates  the 
failure  of  the  local  security  apparatus 
to  maintain  order  and  public  security. 

In  Larantuka  (Flores),  thousands  of 
local  residents  set  ablaze  a  district 
courthouse  shortly  after  a  judge  de- 
clared guilty  a  local  Catholic  leader 
in  a  defamation  case.  The  angry  mob 
also  set  fire  to  several  buildings  be- 
longing to  the  Larantuka  Prosecutor's 
Office.  The  incident  began  when  thou- 
sands of  residents  of  Larantuka,  the 
capital  of  the  predominantly  Catholic 
East  Flores  regency,  attended  a  trial 
against  Father  Frans  Amanuen,  a  local 
charismatic  priest.  Amanuen  was  taken 
to  court  after  he  accused  Felix  Fer- 
nandez, East  Flores  regent,  of  being  in- 
volved in  marking  up  the  price  of  a 
multipurpose  boat,  which  was  pur- 
chased for  the  local  government.  The 
boat  is  said  to  be  worth  Rp  3  billion 
(US$352,941). 

Although  no  fatalities  were  reported 
in  the  incident,  the  case  itself  indicates 
that  violence  can  occur  in  any  place  in 
the  country  at  any  time;  no  matter 
what  is  the  religious  background  of 
that  community.  According  to  the  2000 
census  by  the  Central  Statistics  Agency, 
154,903  out  of  the  199,586-strong  po- 
pulation of  East  Flores  are  Catholic. 
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In  some  other  areas,  local  politics 
have  been  marred  by  violence  as 
masses  dissatisfied  with  certain  policy 
decisions,  especially  on  the  election 
processes  of  governors  and  regents  and 
mayors.  In  Central  Java,  South  Su- 
matra, and  Bali,  there  were  high  dis- 
appointments of  supporters  of  local 
leaders  toward  decisions  made  by  their 
central  parties'  functionary  boards 
who  nominated  the  incumbents  or 
candidates  from  outside  of  the  parties. 
Some  run  amok,  burning  parties'  flags, 
buildings,  and  other  properties.  In 
other  areas,  such  as  happened  in  Buol, 
Central  Sulawesi  on  16  August  2003, 
masses  destroyed  local  parliamentary 
building  and  official  cars  as  an  expres- 
sion of  their  anger  toward  the  per- 
formance of  local  legislatures. 

If  violence  is  the  only  way  for  the 
masses  to  express  their  dissatisfaction, 
this  would  be  the  real  failure  of  the 
Indonesian  government  in  institu- 
tionalizing peaceful  mechanism  of 
conflict  resolution.  Approaching  the 
next  year  elections,  it  is  important  that 
the  government  establish  such  a 
mechanism.  As  elections  may  result  in 
various  public  dissatisfactions,  the  ab- 
sence of  such  a  mechanism  could  bring 
the  country  into  political  chaos. 

REGIONAL  AUTONOMY  UPDATE 

Two  Versions  of  the  Revision  of 
Law  22/1999 

On  10  November,  the  plenary  ses- 
sion of  the  DPR  decided  to  use  the 


draft  prepared  by  a  group  of  DPR 
members  as  the  basis  for  deliberating 
on  the  revision  of  Law  22/1999.  Until 
10  November,  the  Government  had 
not  yet  submitted  its  own  draft  to  the 
DPR.  It  was  reported  that  the  Govern- 
ment would  submit  its  proposal  to 
DPR  in  December.  The  Government's 
proposal  will  now  have  to  be  submit- 
ted as  proposed  changes  to  the  DPR 
draft. 

While  the  DPR  draft  focuses 
mainly  on  the  direct  election  of  the 
Heads  of  Region  (Kepala  Daerah),  the 
Government  draft  includes  a  range  of 
other  issues,  like  the  distribution  of 
functions  between  levels  of  govern- 
ment, the  relationship  between  the  re- 
gional councils  (DPRD)  and  the  Ke- 
pala Daerah,  financial  and  personnel 
issues,  and  the  problem  of  marit- 
ime territories.  The  Government  draft 
smacks  like  an  attempt  to  "re-central- 
ize" the  autonomy  enjoyed  by  district 
authorities  based  on  the  current  under- 
standing of  Law  22/1999. 

Regional  Budget  in  the  Making 

In  the  first  week  of  November,  the 
DPR  approved  the  2004  national  bud- 
get (APBN).  It  allocates  a  total  of  Rp 
119  trillion  to  the  regions,  which  is 
equivalent  to  6  percent  of  the  GDP. 
Development  expenditures  of  the  cen- 
tral government  are  set  at  Rp  70.9  tril- 
lion, the  routine  (current)  budget 
amounts  to  Rp  184.4  trillion.  With  the 
approval  of  the  national  budget,  the 
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regions  can  now  finalize  their  own 
2004  regional  budgets. 

More  Regions  Established 

The  DPR  and  the  Government  agreed 
to  commence  deliberations  on  13  draft 
laws  pertaining  to  the  establishment 
of  24  new  districts  (kabupaten).  Ac- 
cording to  the  Minister  of  Home  Affairs, 
the  majority  of  the  suggested  new  dis- 
tricts do  not  yet  have  the  means  and 
the  infrastructure  for  the  implement- 
ation of  governance;  only  three  (Pa- 
saman  Barat,  Minahasa  Utara  and  Ser- 
dang  Bedagai)  would  meet  the  criteria 
as  determined  in  Government  Regu- 
lation 129/2000.  However,  the  criteria 
have  never  been  transparently  dis- 
closed. The  more  problematic  issue 
seems  to  be  that  there  is  no  certain  lim- 
itation as  to  how  far  establishing  new 
regions  can  be  tolerated  in  the  cur- 
rent Indonesia's  policy  of  decentral- 
ization. The  more  number  of  regions 
would  reduce  the  size  of  the  bloc 
grant  (Dana  Alokasi  Umum/DAU)  that 
a  region  will  receive  from  the  national 
budget. 

Establishment  of  West  Irian  Jaya 
Province  ~ 

The  controversial  establishment  of 
West  Irian  Jaya  province  in  Papua  re- 
ceived an  important  boost  by  the  cen- 
tral government  when  Minister  of 
Home  Affairs  Hari  Sabarno  installed 
Abraham  O.  Atururi  as  Governor  of 
the  new  province  on  Friday,  14  No- 
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vember  2003.  The  inauguration  be- 
came possible  after  Atururi's  appoint- 
ment was  confirmed  by  Presidential 
Decree  No.  213,dated  11  November 
2003.  The  installation  of  the  Governor 
makes  the  separation  of  the  new  prov- 
ince from  the  province  of  Papua  official. 
It  is  also  the  precondition  to  estab- 
lish a  regional  Election  Commission  in 
West  Irian  Jaya  and  to  allocate  several 
seats  in  the  DPR  to  the  new  province 
to  be  contested  for  the  first  time  in  the 
April  2004  General  Election. 

As  expected  earlier,  the  Govern- 
ment's move  drew  heavy  criticism 
from  other  parties  who  had  opposed 
the  establishment  of  West  Irian  Jaya 
as  separate  province  because  of  what 
they  say  are  contradictions  between 
Law  No.  45/1999  (which  determines 
the  split  of  Papua  into  three  provinces) 
and  Law  No.  21/2001  on  Special  Auto- 
nomy of  Papua,  which  envisages  that 
such  a  split  needs  the  approval  of  the 
Papuan  People's  Assembly  (MRP), 
which  has  not  been  set  up  yet. 

Several  weeks  ago,  moves  to  es- 
tablish the  two  new  provinces  had  re- 
sulted in  mass  protests  and  the  death 
of  several  people.  Following  the  pro- 
tests, the  Government  decided  to  de- 
lay the  establishment  of  Central  Irian 
Jaya  province  but  decided  to  move 
ahead  with  the  establishment  of  West 
Irian  Jaya.  Following  the  installation 
of  the  Governor,  the  new  province  will 
now  also  receive  its  share  of  fiscal 
transfers  from  the  central  government. 
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Stable  but  Modest  Growth 

Staff,  Department  of  Economics,  CSIS 


INTRODUCTION 

UNTIL  the  end  of  2003,  Indone- 
sia's macroeconomic  condit- 
ions continued  to  show  im- 
provements. Exchange  rate  remains 
stable,  while  inflation  is  heading  toward 
the  record  low  in  many  years.  It 
seems,  however,  that  despite  improve- 
ments in  the  macroeconomic  fund- 
amentals, the  economy  has  been  un- 
able to  reach  the  level  of  growth  it 
used  to  experience  before  the  crisis. 
One  possible  explanation  for  the  low 
growth  is  that  although  bank  credits 
in  regions  outside  Jakarta  have  ex- 
ceeded their  1996  levels,  at  the  national 
level,  bank  loans  remain  sluggish. 

ECONOMIC  GROWTH 

In  spite  of  the  macroeconomic  im- 
provements, growth  was  disappoint- 
ingly weak  at  around  3.5-4.4%  range. 
In  the  first  nine  months,  the  trend  to- 


wards a  stable  but  modest  growth  con- 
tinued. Yearly  growth  in  Q3  2003  was 
3.9%,  or  3.7%  for  the  first  nine  months 
of  2003. 

Expenditure  Account 

Private  and  Government  Consumption 

Private  as  well  as  government  con- 
sumption continued  to  drive  economic 
growth.  Private  consumption  grew  at 
4.8%  in  Q3  2003  and  contributed  to 
around  84%  of  GDP.  Along  with  that 
of  the  government,  total  consumpt- 
ion accounted  for  almost  all  of  GDP 
growth  in  2003.  With  declining  in- 
flation and  interest  rate,  as  well  as  the 
campaign  spending  of  political  parties 
in  the  next  quarter,  we  shall  expect  to 
see  a  further  boost  in  consumption. 

Investment 

After  growing  strongly  in  the  first 
quarter  of  2003,  investment  spending 
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Table  1 


GDP  GROWTH:  EXPENDITURE  ACCOUNT 


2002 
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Ql 

Q2 

Q3 

Q4 
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Ql 
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9.6 
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-8.9 

-4.6 

4.6 
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Change  in  Stock 

1475.7 
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24.8 

-1.4 

61.8 

-13.2 

19.1 

43.3 

Exports  on  Goods  &  Services 

-4.5 

-6.5 

2.6 

4.4 

-1.2 

0.7 

0.2 

0.7 

Imports  on  Goods  &  Services 

-25.7 
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2.9 
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-8.3 
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Source:  BPS 
Figure  1 
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weakened  again  in  the  second  and 
third  quarters.  Domestic  investment  ap- 
provals for  the  first  eight  months  of 
2003  were  down  15%  (y-o-y).  Mean- 
while, although  foreign  investment  ap- 
provals for  the  first  eight  months  of 
2003  were  up  3.7%  (y-o-y),  most  of 
them  merely  reflecting  increased  for- 
eign ownership  in  existing  domestic 


industries  instead  of  green-field  invest- 
ments. 

Longer-term  other  indicators  sug- 
gest that  investment  continued  to  lag. 
Bank  Indonesia's  expected  investment 
index  fell  in  the  second  quarter  and 
is  expected  to  fall  further  in  the  fourth 
quarter. 
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Table  2 


GDP  GROWTH:  PRODUCTION  ACCOUNT 


2002 


2003 


Qi 

Q2 

Q3 

Q4 

Total 

Ql 

Q2 

Q3 

GDP  Growth 

1.  Agriculture 

-3.1 

3.9 

3.8 

2.4 

1.7 

4.9 

2.1 

0.8 

2.  Mining 

-1.5 

2.2 

2.7 

5.7 

2.2 

-1.3 

5.1 

7.4 

3.  Manufacturing 

5.6 

3.9 

4.1 

2.4 

4.0 

2.1 

2.5 

2.4 

4.  Electricity,  Gas  &  Water 

8.1 

3.1 

4.5 

9.1 

6.2 

5.7 

5.9 

6.7 

5.  Construction 

1.9 

3.2 

5.4 

5.9 

4.1 

5.3 

5.8 

6.2 

6.  Trade,  Hotel  &  Restaurant 

2.7 

3.3 

4.7 

3.7 

3.6 

3.9 

4.0 

3.8 

7.  Transport  &  Communication 

8.9 
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6.4 

7.7 
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8.  Business  Services 

4.4 

5.2 
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6.8 
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5.1 

4.9 
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2.7 
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2.5 
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2.7 
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Exports  and  Imports 

Export  performance  in  the  second 
quarter  of  2003  was  disappointing.  It 
grew  by  only  0.7%,  a  slight  increase 
from  0.2%  in  Ql  2003  and  contributed 
to  a  mere  5%  of  GDP  growth.  Imports 
on  goods  and  services  declined  by 
-5.7%,  compared  to  those  in  the  same 
period  last  year.  This  trend  seems  to 
contradict  the  current  account  figure 
from  the  balance  of  payment  (BOP) 
that  shows  positive  exports  and  im- 
ports growth  in  the  first  half  of  2003. 

The  sluggish  growth  of  exports 
was  mainly  a  result  of  the  decline  in 
the  exports  of  services  by  24%,  while 
exports  of  goods  grew  by  3.4%.  But, 
the  negative  growth  of  imports  re- 
sulted in  particular  from  the  decreas- 
ing imports  of  goods  as  well  as  services. 


Production  Account 

On  the  production  side,  three  large 
sectors  — agriculture,  manufacture  and 
trade,  hotel  and  restaurant —  performed 
poorly  while  other  sectors  grew  far 
higher  than  GDP  growth.  Of  consid- 
erable concern  is  the  declining  trend 
of  manufacturing  growth  from  4%  in 
2002  to  only  2.4%  in  Q3  2003  or  2.3% 
average  for  the  first  nine  months  of 
2003.  The  contribution  of  manufactur- 
ing to  GDP  growth  has  been  declin- 
ing steadily  from  55%  in  Ql  2002  to 
only  16%  in  Q3  2003. 

Outlook  for  the  Rest  of  the  Year 
2003 

With  uncertainties  associated  with 
the  ending  of  the  IMF  program  and 
the  upcoming  political  agenda,  it  is 
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surprising  to  see  that  financial  market 
is  becoming  strong.  The  upbeat  fin- 
ancial market  sentiment  can  be  seen 
from  the  strong  equity  market.  How- 
ever, this  sentiment  has  been  largely 
driven  by  large  inflows  of  portfolio 
investment  and  perceived  reduction 
in  risks  rather  than  stronger  growth 
prospects  or  stronger  earning  fund- 
amentals. In  short,  this  upbeat  sen- 
timent will  be  short-lived. 

At  least,  two  things  are  required 
for  a  growth  to  be  higher.  First,  we 
need  to  return  the  intermediary  funct- 
ion of  banks.  In  this  case,  legal  uncer- 
tainties regarding  property  rights  that 
further  discourage  lending  activities 
must  be  fixed  first.  Second,  we  need 
to  minimize  transaction  costs.  This 
is  because,  businesses  bear  not  only 


direct  production  but  also  transaction 
costs,  which  remain  high  in  Indonesia. 
In  addition  to  these  two  requirements, 
creeping  protectionism  — that  has  so 
far  burdened  businesses  due  to  the 
increased  cost  of  imported  inputs —  also 
needs  to  be  coped  with. 

However,  these  might  not  be  achiev- 
able in  the  near  future.  Even  so,  we  can 
still  ride  on  the  positive  short-run  fin- 
ancial market  sentiments  borne,  among 
others,  by  sound  macroeconomic  fund- 
amentals (see  below).  Against  this  back- 
drop, we  revise  our  forecast  to  3.7- 
4.2%  in  2003. 

MONETARY  DEVELOPMENT 

The  macroeconomic  condition  re- 
mains stable,  with  a  stable  and  low 


Figure  2 
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inflationary  environment,  declining  in- 
terest rates,  and  stable  exchange  rates. 
With  a  cumulative  rate  of  4.08%  till 
November  2003,  inflation  would  stay 
under  6%  by  the  end  of  the  year  2003. 
The  SBI  rate  continued  to  decline,  but 
this  decline  seemed  to  have  halted  re- 
cently to  prepare  for  inflationary  pres- 
sures to  come  from  the  year-end's 
festive  season  and  next  year's  election. 
One-month  SBI  rate  in  November  was 
8.49%.  Meanwhile,  Rupiah  remained 
stable,  traded  in  the  range  of  Rp  8,350- 
8,650  per  US$. 

Inflation  Is  Stable,  Well  Below  The 
Target 

Quarter-to-quarter  inflation  in  the 
third  quarter  was  higher  than  the  pre- 
vious two  in  2003,  mainly  resulting 
from  the  price  adjustments  in  the  edu- 
cation sector  in  August,  and  basic  elec- 
tricity rates  in  September.  Nevertheless, 
cumulative  inflation  remained  low: 
until  November,  inflation  reached 
merely  4.1%.  Cumulatively,  prices  in 
the  housing  sector  remained  the  lead- 
ing contributor  to  the  inflation,  while 
food  prices  contributed  to  the  overall 
deflation. 

Stable  food  supplies  from  domestic 
production  and  imports  have  been 
helpful  in  keeping  the  inflation  down. 
Even  with  monthly  prices  of  food  in- 
creased by  1.8  and  2.2%  in  October 
and  November  respectively,  food 
prices,  throughout  2003  actually  had 
decreased  by  3.8%. 


Without  the  presence  of  unpredict- 
able shocks,  overall  inflation  in  2003 
remained  well  below  the  government's 
initial  target  of  9%.  Nevertheless,  a  re- 
covering world  economy,  a  strong  con- 
sumer confidence,  and  two  general 
elections  are  likely  to  exert  inflationary 
pressures  in  2004.  To  achieve  its  low 
mid-term  inflation  target,  Bank  Indo- 
nesia (BI)  will  need  to  tread  carefully, 
with  implications  on  BI's  monetary  pol- 
icies for  the  next  year  (see  below). 

Seasonal  Pressure  Upped  Money  De- 
mand 

The  third  quarter  of  2003  saw  a 
more  relaxed  monetary  policy  by  the 
Central  Bank.  After  a  strict  discipline, 
with  the  Bank  achieving  most  of  its 
money  base  targets  in  2002  and  in  the 
first  half  of  2003,  it  missed  its  money 
base  targets  between  August  and  Oc- 
tober by  about  2%. 

This  was  not  necessarily  an  in- 
dicator of  laxity  on  the  side  of  the  Cen- 
tral Bank.  Seasonal  pressure  from  the 
increasing  need  for  cash  in  preparation 
for  the  month  of  Ramadhan,  which 
'continued  until  the  end  of  the  year, 
pushed  money  demand  upwards.  In 
addition,  as  discussed  above,  the  cur- 
rently low  level  of  inflation  had  proved 
the  Bank's  control  over  inflation.  None- 
theless, the  Bank's  new  governor  needs 
to  signal  that  he  is  committed  to  main- 
tain a  stable  (and  low)  inflationary  en- 
vironment. Continually  missing  the 
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Figure  3 


BASE  MONEY:  ACTUAL  VS.  TARGET 
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Figure  4 
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money  base  targets  might  send  a 
wrong  signal. 

Interest  Rate  Declined  Cautiously 

After  swiftly  declining  interest  rates, 
BI  became  more  cautious  in  reducing 
its  interest  rates  in  the  last  few  months. 
In  the  three  months  ending  in  October 
2003,  the  one-month  SBI  rate  fell  by  a 
mere  0.62%  to  8.48%,  compared  to  the 
1.96%  cut  of  the  three  previous  months. 
This  decline  seemed  to  have  halted: 
by  the  end  of  November,  the  SBI-rate 
was  virtually  unchanged.  The  real  SBI 
rate,  i.e.,  the  gap  between  the  SBI  and 
inflation,  fell  more  rapidly  to  2.26%  in 
October  from  3.31%  in  July  due  to  a 
higher  inflation  in  October  2003. 

Despite  this  decline,  the  level  of 
lending  rates  was  considered  still  too 
high  by  most  of  the  real  sectors.  A  re- 
cently stipulated  policy  on  the  guar- 
antee rate,  part  of  an  overall  strategy 
to  phase  out  the  government's  blanket 
guarantee  by  the  year  2004,  was  aimed 
to  mend  this.  As  of  1  November  2003, 
the  government  set  its  guaranteed 
margin  at  zero  percent  above  the 
JIBOR  rate.  In  addition,  the  govern- 
ment also  gradually  lowered  the  guar- 
anteed rate  for  one-month  deposits  to 
7.18%  in  November,  and  then  to  6.76% 
in  December  2003.  This  was  a  signif- 
icant drop  from  the  October  rate  of 
8.39%.  Commercial  banks  immediately 
responded  by  lowering  its  deposit  rate, 
reducing  its  attractiveness.  This  opens 
the  possibility  of  a  gradual  lowering 


of  lending  rates,  whose  response  to 
monetary  policies  usually  arrives  with 
a  lag. 

Whether  BI  will  continue  to  use  the 
SBI  to  lower  the  overall  interest  rate 
depends  on  its  preference  on  inflation. 
In  its  publications,  BI  constantly  reit- 
erated its  commitment  towards  a  low 
midterm  inflationary  environment. 
With  the  inflationary  pressure  in  the 
end  of  2003  and  the  upcoming  one  in 
this  year,  the  bank  will  need  room  to 
maneuver  to  keep  inflation  in  check. 
This  implies  that,  at  least  in  the  short 
term,  the  declining  interest  rate  is  likely 
to  halt. 

Credit  Growth  Continues  at  Slower 
Rate 

Credit  growth  continued  to  be  in 
the  positive  for  all  sectors,  even  though 
the  yearly  growth  appeared  to  be 
slowing  down  in  the  third  quarter.  By 
the  end  of  the  quarter,  growth  was 
highest  in  services  (35.4%)  followed  by 
trade  (35.3%).  Credit  for  consumption 
purposes  slightly  increased  its  share  of 
total  to  23.9%  in  September  from  23.0% 
in  June  2003. 

The  same,  however,  cannot  be  true 
to  overall  credits  for  investment  and 
working  capital,  whose  yearly  growth 
experienced  a  decline  from  24.5  and 
23.2%  in  June,  to  17.4  and  16.9%  respect- 
ively in  September  2003.  The  expect- 
ation gap  between  banks  and  larger 
firms  regarding  business  risks,  due  in 
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part  to  stricter  regulations  regarding 
non-performing  loans,  explained  the 
low  growth  of  investment  credits.  In 
addition,  as  an  alternative  mechanism, 
many  large  corporations  issued  cor- 
porate bonds  to  fulfill  their  financing 
needs. 

However,  small  and  medium  enter- 
prises (SMEs),  especially  in  regions  out- 
side Jakarta,  had  less  financing  options 
and,  therefore,  were  more  willing  to  ac- 
cept this  relatively  high  lending  rate. 
The  growth  of  investment  credits  for 
SMEs  increased  from  39.4%  in  June  to 
47.1%  in  September  2003. 

Bonds  Market  Development 

Government  recapitalization  bonds 
remained  an  attractive  investment  opt- 


ion. As  part  of  its  debt  management 
strategy,  the  government  had  con- 
ducted buying  back  some  of  its  bonds 
and  issuing  new  ones  in  anticipation 
of  changes  in  the  economic  environ- 
ment. As  a  result,  the  total  value  of 
bonds  traded  in  the  primary  market 
had  declined  slightly.  Meanwhile,  trans- 
actions in  the  secondary  bond  mar- 
kets peaked  in  June,  with  Rp.44.8  tril- 
lion, and  fluctuated  ever  since.  In  Oc- 
tober, it  stood  at  Rp.  31.2  trillion. 

In  addition,  corporations  had  also 
been  utilizing  bonds  as  a  source  of 
financing.  With  decUning  risk-free  de- 
posit rates,  the  market  appeared  to  be 
willing  to  absorb  them.  Corporate  Ru- 
piah  bonds  issuance  was  up  by  Rp.4.4 
trillion  in  the  third  quarter  to  reach 
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Rp.15.1  trillion.  In  addition,  two  cor- 
porations issued  dollar-denominated 
bonds,  valued  at  US$105  million. 

Rupiah  Stabilized  Further,  Stock 
Market  Trended  Upward 

Generally  stable  macroeconomic  cond- 
itions, combined  with  positive  senti- 
ments from  international  credit  rating 
agencies  have  supported  a  stable  Ru- 
piah. The  currency  fluctuated  be- 
tween Rp.8,350  to  Rp.8,650  per  US$ 
as  was  before,  but  with  less  volatility. 

Various  factors  contributed  to  the 
relative  stability  of  the  currency.  A 
greater  confidence  of  the  government's 
economic  management  translated  into 
the  upgrading  of  the  country's  debt 
rating  by  international  rating  agencies 
(see  section  on  Other  Issues  for  details). 
In  addition,  the  market  seemed  to  find 
BI's  commitment  to  a  stable  Rupiah 
credible.  Other  factors  contributing 
to  Rupiah's  fluctuation  between  August 
and  October  2003  included  the  weaken- 
ing of  the  US$,  the  status  of  Indone- 
sia's capital  account,  and  the  needs  of 
domestic  corporations  for  US  dollars 
for  debt  repayments. 

These  generally  stable  macroeco- 
nomic and  political  environments  also 
benefited  the  stock  market.  During  the 
same  period,  the  stock  market  showed 
an  upward  trend.  By  the  end  of  Oc- 
tober 2003,  the  stock  market  index 
reached  625.6,  up  23.1%  from  end  of 
June's  index  of  508. 


Prospects 

With  its  development  to  date,  in- 
flation remained  under  control  for  the 
rest  of  the  year  2003.  We  expected  an 
inflation  of  between  4.8-5.2%  in  2003. 
Next  quarter,  however,  will  see  some 
challenges  to  monetary  policy,  with 
the  upcoming  election,  worldwide  eco- 
nomic recovery,  and  a  stronger  con- 
sumer expectation.  For  BI  to  achieve 
its  target  of  a  low,  middle-term  inflat- 
ion, it  will  act  more  conservatively.  As 
such,  in  the  near  future,  BI  is  likely  to 
halt,  if  not  reverse,  the  decline  of  SBI, 
currently  its  main  monetary  instru- 
ment, to  allow  it  some  room  to  man- 
euver and  maintain  control  over  in- 
flation under  an  uncertain  environ- 
ment. Meanwhile,  the  currency  is  ex- 
pected to  remain  stable  until  the  end 
of  the  year  2003,  and  we  expect  it  to 
fluctuate  within  the  range  of  Rp.8,200- 
Rp.8,700  per  US$. 

BALANCE  OF  PAYMENT 
Export 

Exports  in  the  first  nine  months  of 
2003  reached  US$45.72  billion,  slightly 
higher  than  those  in  the  same  period 
last  year.  However,  compared  to  those 
in  the  first  two  quarters  of  2003,  this 
quarter's  export  had  deteriorated.  Re- 
sponsible for  this  slowdown  was  a 
decline  in  the  exports  of  non-oil  com- 
modities, especially  agriculture  and 
manufacturing.  Agricultural  exports 
for  the  first  nine  months  of  2003  de- 
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clined  by  3%  (y-o-y),  while  that  of 
manufacturing  goods  grew  by  4%. 

This  slowdown  in  the  non-oil  and 
gas  exports  growth  really  requires  se- 
rious attention.  As  we  discussed  on 
growth  outlook,  businesses  complained 
of,  among  others,  high  transaction 
costs.  Exporters  claimed  that  the  gov- 
ernment's target  of  US$60  billion  would 
not  be  attained  unless  the  government 
removed  these  impediments,  from 
factories  to  ports,  in  the  domestic  mar- 
ket. Yet,  despite  these  claims,  we  believe 
that,  given  existing  potentials,  exports 
for  the  year  2003  would  still  come  close 
to,  if  not  over,  the  targeted  US$60  bil- 
lion figure. 

Imports  followed  the  positive  ex- 
port trend.  In  the  first  nine  months, 
total  imports  increased  by  8%  (y-o-y). 
Imports  of  raw  materials  and  inter- 
mediary goods,  accounting  for  about 
80%  of  total  imports,  increased  by  10%. 
Of  the  raw  materials  imports,  oil  and 
gas,  which  accounted  for  about  20%  of 
total  imports,  increased  by  24%.  Im- 
ports of  consumption  goods,  which 
accounted  for  10%  of  total  imports,  in- 
creased by  20%.  In  contrast,  imports  of 
capital  goods  declined  by  10%. 

Current  Account 

In  the  first  quarter  of  2003,  current 
account  experienced  a  surplus  of  US$ 
0.94  billion,  slightly  lower  than  that 
of  the  previous  quarter,  due  to  an 
increase  in  services  account  deficit 


and  a  slight  decrease  in  the  mer- 
chandise trade  surpluses.  According 
to  the  BI  data,  services  account  deficit 
was  larger  in  Ql  2003,  which,  among 
other  things,  was  due  to  the  decline  in 
Indonesian  worker's  remittance.  How- 
ever, the  falling  figures  for  worker's 
remittance  appear  to  be  merely  the  re- 
sult of  a  delay  in  financial  reporting 
to  BI. 

To  maintain  a  current  account  sur- 
plus, the  total  service  account  deficit 
must  stay  below  the  net  merchandise 
exports  of  US$21.58  billion  in  the  first 
nine  months  of  2003. 

Capital  Account  and  FDI 

While  current  account  managed  to 
be  in  a  surplus,  capital  account  re- 
mained in  a  deficit.  In  Ql  2003,  this 
deficit  was  less  than  US$1  billion.  Of- 
ficial capital  account  deficit  was  relat- 
ively higher  than  those  of  previous 
quarters,  at  about  US$370  millions, 
largely  due  to  debt  repayment  respons- 
ibilities. Similarly,  the  private  sector's 
huge  debt  responsibilities,  amounting 
to  US$3  billion,  put  the  net  private 
capital  inflow  in  the  red  at  minus  US$ 
540  million. 

Meanwhile,  FDI  began  to  trickle  in- 
to the  country.  The  first  quarter  of 
2003  recorded  FDI  inflow  with  a  value 
of  US$40  million  —  very  small  compared 
to  the  average  of  US$1  billion  before 
the  crisis.  The  only  thing  that  could 
be  expected  to  improve  our  capital 
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Table  3 


CAPITAL  ACCOUNT  (IN  US$  MILLION) 


A.  CURRENT  ACCOUNT 
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account  position  was  the  inflow  from 
IBRA's  asset  sales  and  external  bor- 
rowings. 

Strides  in  the  right  direction,  to- 
wards a  more  comprehensive  invest- 
ment policy,  are  being  made  by  the 
Board  of  Investment.  First,  it  has  sub- 
mitted the  new  draft  of  investment 
law.  This  draft,  among  others,  granted 
equal  treatments  for  foreign  and  dom- 
estic investors.  Moreover,  it  also  establ- 
ished a  one-stop  service  to  be  handled 
by  the  Board  of  Investment,  to  allow 
better  services  for  investors.  Second, 
the  government's   planning  agency 


(Bappenas)  has  already  carried  out 
a  survey  to  take  stock  of  problems 
that  impede  investment.  Third,  though 
steps  towards  realizing  the  one-stop 
service  investment  center  were  yet  to 
receive  enough  support  from  other 
ministries,  the  President  seemed  keen 
to  take  the  lead  on  this  issue. 

Given  progress  in  the  structural  im- 
provements and  other  generally  pos- 
itive sentiments  towards  the  economy, 
we  are  optimistic  of  an  investment  pros- 
pect brighter  than  ever  since  the  crisis. 
Investors  appeared  to  be  waiting  for 
the  outcome  of  the  election,  and  there- 
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fore,  green-field  investment  might 
surge  into  the  current  after  the  election. 

In  fact,  the  short-term,  portfolio  in- 
vestments already  exist  here  due  to  the 
very  reasonable  prices  offered.  The  JSX 
figure  showed  active  participations  of 
foreign  investors  in  stock  trading. 

FISCAL  ISSUES 

The  government  revised  its  2003 
budget,  but  the  changes  in  its  macro- 
economic  assumptions  and  inflated 
expenditure  had  even  resulted  in  a 
higher  budget  deficit.  It  also  made 
minor  changes  to  the  2004  budget, 
though  none  was  significant.  In  this 
case,  the  government  failed  to  deliver 
a  balanced  budget  in  2004  as  it  for- 
merly planned;  and  with  such  deficit, 
the  budget  is  hardly  helpful  in  stimul- 
ating further  growth. 

The  2003  Budget:  A  Higher  Deficit 
Than  Expected 

The  parliament  finally  accepted 
the  government's  revised  2003  bud- 
get at  the  end  of  September.  Earlier 
that  month,  the  government  announced 
that  inflated  expenditure  with  unaltered 
revenue  would  increase  the  budget 
deficit.  Two  posts  were  the  main  con- 
tributors to  the  inflated  expenditures: 
fuel  subsidies  and  revenue  sharing. 

Meanwhile,  whereas  routine  ex- 
penditure and  transfer  to  the  regions 


would  increase  considerably,  loan  in- 
terest and  principal  payment  would 
decline  drastically  due  to  better  ex- 
change rates  and  lower  interest  rates. 
Higher  revenues  from  IBRA's  asset 
sales  and  increased  government  bonds 
would  cover  the  remaining  deficits.  A 
considerable  amount  of  revenue  would 
come  from  privatization,  thanks  to  the 
successful  sales  of  several  state-owned 
banks  in  2003. 

Given  such  economic  and  political 
conditions,  the  government  attempted 
to  realize  its  promise  and  therefore 
pushed  the  deadline  for  a  balanced 
budget  to  2006.  Indeed,  as  the  2003  bud- 
get had  shown,  fiscal  discipline  is  really 
the  key  to  having  fiscal  sustainability. 

The  2004  Budget:  Similar  To  The 
Draft 

In  general,  the  government's  budget 
for  2004  is  similar  to  the  draft  budget 
examined  in  the  previous  report.  As 
expected,  several  macroeconomic  as- 
sumptions of  government  budget  for 
2004  were  slightly  revised  to  match 
better  with  current  macroeconomic 
conditions. 

The  revenue  structure  of  the  2004 
budget  is  similar  to  that  in  the  draft 
budget,  with  slightly  higher  total  re- 
venue. The  budget  relies  heavily  on 
taxes  especially  those  from  non-oil  and 
gas,  since  oil  and  gas  revenue  is  ex- 
pected to  decline  by  around  27%  com- 


412 


THE  INDONESIAN  QUARTERLY,  Vol.  XXXI/2003,  No.  4 


Table  4 


THE  SUMMARY  OF  2004  DRAFT  BUDGET  AND  BUDGET 


Proposed  %  to  Budget 
Budget  GDP  (Rp.tn) 
(Rp.tn) 


%to 
GDP 


Changes 
(%) 


Tax  Revenues 

343.8 

17.2 

349.9 

17.5 

6.0 

Tax  Revenues 

271.0 

13.5 

272.2 

13.6 

1.2 

Non  Tax  Revenues 

72.3 

3.6 

77.1 

3.9 

4.9 

Grants 

0.6 

0.0 

0.6 

0.0 

0.0 

Expenditures 

368.8 

18.4 

374.4 

18.7 

5.6 

Central  Government  Expenditures 

253.9 

.12.7 

255.4 

12.8 

1.5 

Current  Expenditures 

185.8 

9.3 

184.5 

9.2 

-1.3 

Development  Expenditures 

68.1 

3.4 

70.9 

3.5 

2.8 

Transfer  to  Regions 

114.9 

5.7 

119.0 

6.0 

4.1 

Deficit  and  Net  Financing 

24.9 

1.2 

24.4 

1.4 

-0.5 

Domestic  Financing 

39.8 

2.0 

40.6 

2.2 

-2.7 

Foreign  Financing 

-14.9 

-0.7 

-16.2 

-0.8 

2.2 

Note:  Ministry  of  Finances  (MOF) 


pared  to  2003,  due  to  the  decline  of  both 
oil  prices  and  production.  Oil  product- 
ion is  assumed  to  be  at  1.15  million 
barrel  per  day  (mbpd),  lower  than 
Indonesia's  quota  of  around  1.3  mbpd. 
Problems  in  the  oil  and  gas  sector,  such 
as  the  lack  of  new  investments  as  well 
as  a  major  reform  currently  occurring 
in  the  industry,  are  the  underlying  re- 
asons for  these  assumptions. 

Hence,  non-oil  and  gas  tax  revenues 
are  expected  to  gain  more  importance, 
increasing  by  16%  compared  to  those 
in  2003.  These  increases  could  possibly 
be  attainable,  resulting  not  only  from 
the  expected  improvement  from  Indo- 
nesia's economic  performance,  but  also 
from  intensified  implementations  and 
enforcements  of  tax  administration 
policies. 


From  the  expenditure  side,  the  re- 
vised budget  is  slightly  higher  than 
the  previous  one  due  to  the  increased 
transfer  to  regions  and  subsidy  pay- 
ments. However,  in  general,  fiscal  sti- 
mulus is  absent  from  the  2004  budget. 
Compared  to  the  2003  budget,  the  total 
expenditure  of  the  2004  is  expected  to 
decline  by  0.8%.  A  considerable  incr- 
ease of  central  government's  expend- 
iture can  only  be  observed  in  the  devel- 
opment expenditure,  which  is  35% 
higher  than  that  of  2002.  However, 
this  resulted  more  from  the  low  ex- 
pected realizations  of  expenditures  in 
the  2003  budget,  rather  than  from  an 
increase  in  the  new  development  pro- 
ject commitments. 

The  government  also  changes  the 
composition  of  domestic  deficit  fin- 
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ancing.  It  lowered  the  share  of  fin- 
ancing from  existing  government  ac- 
count in  domestic  banks  from  60%  to 
45%.  These  accounts  are  to  be  used  to 
patch  the  financing  gap  that  resulted 
from  an  end  to  the  IMF  program-and, 
consequently,  the  loss  of  the  Paris  Club 
debt  rescheduling  facility. 

To  compensate  for  it,  the  govern- 
ment will  try  to  issue  more  bonds 
amounting  to  Rp.32.5  trillion,  an  in- 
crease from  its  initial  plan  of  Rp.28  tril- 
lion in  the  draft  budget.  The  govern- 
ment also  revised  downwards  the 
amount  of  existing  bonds  it  planned  to 
repurchase,  from  Rp.4.5  trillion  to  only 
Rp.l  trillion.  While  this  change  allots 
more  flexibility  for  present  deficit  fin- 
ancing, it  will  also  complicate  debt 
management  for  future  governments. 

It  is  interesting  that  the  2004  budget 
does  not  describe  expenditures  for  the 
coming  general  election.  It  appears  that 
these  will  come  from  off-budget  sources. 

OTHER  ISSUES 

Several  issues  send  mixed  signals 
over  the  country's  investment  climate. 
Those  are  as  follows. 

IMF  and  Country  Rating  Upgrades 

The  International  Monetary  Fund 
(IMF)  has  completed  its  eleventh  review 
of  Indonesia's  economic  reform  pro- 
gram, the  final  review  under  its  four- 
year  US$5  billion  loan  program,  in 


November  2003.  A  successful  present- 
ation will  pave  the  way  for  the  dis- 
bursement of  the  final  loan  tranche  of 
around  US$490  million.  In  its  final  re- 
view, the  IMF  acknowledged  the  pro- 
gress made  in  various  areas  during  the 
four-year  span,  and  gave  a  vote  of 
confidence  that  such  a  progress  could 
be  sustained  in  the  future. 

International  rating  agency  Fitch 
Ratings  upgraded  Indonesia's  long- 
term  foreign  currency  rating  to  B+  from 
B-  with  a  stable  outlook  in  November 
last  year.  Fitch  rating  upgrade  followed 
earlier  positive  evaluations  from  Stand- 
ard&Poor  (S&P)  Ratings  and  Moody's 
Investors  Services. 

The  rating  upgrades  are  important 
to  boost  the  interest  of  international 
investors  in  the  country,  especially  with 
the  government's  plan  to  issue  foreign 
bonds  worthy  of  US$400  million  in 
2004.  Continuous  improvements  in 
the  economic  stability  and  the  decrease 
in  public  debts  have  been  the  main  re- 
asons for  the  upgrades.  However,  in- 
ternational agencies  still  consider  In- 
donesia's economic  recovery  to  be 
slower  than  other  IMF  graduates,  such 
as  Thailand  and  Korea.  ..... 

Banking  Sector  Issues 

The  government  has  successfully 
sold  its  stake  at  of  the  state-owned 
Bank  Rakyat  Indonesia  (BRI)  through 
an  Initial  Public  Offering,  and  Bank 
International  Indonesia  (BII)  through  a 
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strategic  sale  by  the  Indonesian  Bank- 
ing Restructuring  Agency  (IBRA)  to  a 
foreign  consortium.  But  IBRA  failed 
to  secure  a  buyer  for  52%  of  the  govern- 
ment stake  at  Lippo  Bank.  Meanwhile, 
a  recent  scandal  involving  the  state- 
owned  Bank  Negara  Indonesia  (BNI) 
may  prove  to  be  a  backward  step  for 
the  country's  banking  sector  reform. 

BRI's  Successful  IPO 

Despite  a  modest  promotion  cam- 
paign, BRI  attracted  a  huge  crowd  in 
the  first  day  of  its  IPO,  which  was  re- 
ported to  have  been  oversubscribed  by 
more  than  13  times.  The  IPO  price  was 
set  at  Rp.700  to  Rp.875  per  share,  or  1.1 
to  1.4  times  of  the  book  value,  much 
higher  than  that  of  the  previous  IPO  of 
Bank  Mandiri,  another  state-owned 
bank.  The  government  plans  to  sell 
30%  or  4.2  billion  of  its  shares  in  BRI, 
targeting  a  revenue  of  up  to  Rp.3.6  tril- 
lion (US$439  million)  to  plug  the  2003 
budget  deficit. 

BRI's  excellent  financial  perform- 
ance is  the  main  reason  for  the  en- 
thusiastic response.  It  is  the  country's 
fourth  largest  bank  in  terms  of  assets, 
with  83%  of  its  credit  portfolio  coming 
from  micro  credits  to  small-medium 
scaled  enterprises,  cooperative  enter- 
prises and  villagers.  Its  focus  on  these 
market  segments  provides  BRI  with 
relatively  low  risks  but  high  returns. 
The  bank's  Non-Performing  Loans 
(NPL)  rate  was  below  6%  while  its 
average  Net  Interest  Margin  (NIM)  was 


than  6%  —  very  high  compared  to 
the  country's  average  of  4-4.5% 

The  BNI  Scandal 

This  banking  scandal  dealt  with 
the  issuance  of  a  large  number  of  false 
Letters  of  Credit  (LC)  worth  Rp.1.7 
trillion  to  companies  claimed  to  have 
obtained  orders  from  Kenya  and  other 
African  countries  to  export  commod- 
ities. The  loans  were  guaranteed  by 
105  LCs  worth  US$157.4  million  and 
56.1  million  euros  ($65.6  million)  from 
banks  in  Kenya,  Switzerland  and  the 
Cook  Islands.  Without  conducting 
formal  assessments  or  checks,  BNI  Ke- 
bayoran  Baru  disbursed  the  credits 
from  December  2002  to  July  2003.  The 
export  activities  never  materialized, 
and  the  banks  claiming  to  have  issued 
the  LCs  were  later  found  to  be  fict- 
itious. This  scandal  illustrated  vividly 
the  managerial  weakness  of  this  state- 
owned  BNI,  one  of  the  country's  largest 
banks,  considering  that  it  took  almost 
a  year  for  the  bank  to  find  out  the 
fraud. 

Corporate  Issues 

Regress  of  the  APP  Debt  Settlement  Plan 

The  Asia  Pulp  &  Paper  Co.'s  (APP) 
debt  settlement  plans  once  more 
stirred  controversies  as  the  APP  man- 
agement planned  to  make  a  debt-to- 
equity  swap  at  its  Chinese  holding 
company.  The  move  would  split  the 
paper  company  in  two.  APP's  Chinese 
operating  companies,  which  industry 
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analysts  say  are  the  group's  most  valu- 
able assets,  would  be  separated  from 
APP  divisions  in  Indonesia  and  its 
Singapore  holding  company. 

Creditors  view  the  move  as  an  ef- 
fort by  APP's  controlling  Widjaja 
family  to  shield  its  Chinese  assets  from 
creditors,  who  have  tried  unsuccess- 
fully to  place  the  whole  group  under 
a  judicial  management.  Under  the  pro- 
posal, the  group's  holding  company 
in  Singapore,  with  liabilities  of  about 
U$2.7  billion  and  no  income-generat- 
ing operation,  would  be  left  with  In- 
donesian subsidiaries  to  provide  re- 
venue. But  APP  officials  insisted  that 
threatened  foreclosure  by  its  China- 
based  creditors  left  APP  with  little 
choice  but  to  push  ahead  with  the  plan. 

Meanwhile,  the  foreclosure  petition 
by  two  of  APP's  US  creditors  would 
further  complicate  debt  resolution  ef- 
fort, even  as  the  Singapore  company 
prepares  to  sign  a  restructuring  deal 
with  important  creditor  groups.  PT 
Bank  Mizuho  Indonesia,  on  behalf  of 
the  US  fund  managers  Gramercy  Ad- 
visors LLC,  and  Oaktree  Capital  Man- 
agement LLC,  launched  legal  proceed- 
ings in  Indonesia  to  foreclose  the 
paper-making  facilities  of  APP's  listed 
Indonesian  subsidiary,  PT  Indah  Kiat 
Pulp  &  Paper,  which  were  used  as  col- 
lateral for  an  unpaid  debt  of  US$485.7 
million.  The  petition  was  accepted  by 
a  district  court  in  Bengkalis,  Indonesia, 
in  November  last  year. 


Earlier  in  October  2003,  the  New 
York  State  Supreme  Court  affirmed 
that  both  companies,  along  with  an- 
other of  APP's  US  creditor,  GE  Capital 
Corp.,  have  legal  claims  over  the  assets 
of  PT  Indah  Kiat  Pulp  &  Paper  and 
PT  Lontar  Papyrus  Pulp  &  Paper.  Both 
are  two  of  APP's  units  pledged  as  col- 
laterals to  the  creditor. 

Cemex's  Plans  to  Take  Legal  Proceedings 

The  government  is  to  plea  for  an 
out-of-court  settlement  to  solve  its 
latest  dispute  with  Mexican-based 
Cemex  Asia  Holdings  regarding  the 
purchase  of  the  state-owned  PT  Se- 
men Gresik  and  its  subsidiaries  PT 
Semen  Padang  and  PT  Semen  Tonasa. 
The  government  would  also  request 
Cemex  to  amend  the  conditional  sales 
and  purchasing  agreement  of  Semen 
Gresik  signed  in  September  1998. 

Later  in  2003,  the  government 
agreed  to  the  spin  off  proposal,  leaving 
the  initial  agreement  with  Cemex  in  a 
limbo.  Cemex  threatened  to  take  the 
government  to  the  International  Ar- 
bitration Body  for  its  failure  to  resolve 
problems  associated  with  the  sale  of 
Semen  Gresik.  The  Mexican-based 
company  considers  that  the  govern- 
ment lacks  of  commitment  to  solve 
the  issue. 

This  controversy  is  another  exam- 
ple of  the  impotence  of  the  central 
government  in  the  face  of  regional 
pressures  nowadays.  Instead  of  sticking 
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with  the  agreed  terms,  the  central  gov- 
ernment fell  prey  of  local  interests  and 
allowed  violations  of  a  contract.  In- 
deed, this  was  not  the  government's 
first  failure:  we  see  another  example 
in  the  case  of  Kaltim  Prima  Coal  (KPC) 
previously. 

Business  Community  Sets  Up  Economic 
Reform  Monitoring  Committee 

Following  the  government's  Eco- 
nomic Policy  Package  (EPP),  The  In- 
donesian Chamber  of  Commerce  (Ka- 
din)  set  up  a  committee  to  monitor  its 
implementation.  The  committee  con- 
sists of  members  of  Kadin  Indonesia 
that  represent  the  different  sectors, 
representatives  of  the  Jakarta  Japan 
Club  (JJC)  Foundation,  AmCham  In- 
donesia, the  International  Business 


Chamber,  and  a  number  of  independ- 
ent economists. 

The  objective  of  this  exercise  is  to 
provide  the  government  with  inputs 
from  the  business  community  to  im- 
prove the  formulation  and  day-to- 
day implementation  of  the  measures 
in  the  EPP.  The  exercise  would  also 
help  establish  a  constructive  public- 
private  dialogue. 

On  other  general  issues,  the  govern- 
ment generally  supports  current  ef- 
forts to  improve  investment  climates 
and  eradicate  poverty  as  outlined  in 
the  EPP.  Meanwhile,  on  specific  issues, 
the  committee  addressed  issues  of 
taxation  and  customs,  employment  cre- 
ation, energy  sector,  electricity,  tele- 
communications and  transportation. 


8UUnM0FI 


ECONOMIC  STUDIES 


The  Bulletin  of  Indonesian  Economic  Studies  (BUS)  is  a  peer- 
reviewed  journal  published  by  the  Indonesia  Project,  The 
Australian  National  University. 

The  journal  fills  a  significant  void  by  providing  a  well  respected 
outlet  for  quality  research  on  the  Indonesian  economy  and 
related  fields  such  as  law,  the  environment,  demography, 
education  and  health.  In  doing  so,  it  has  played  an  important 
role  since  1965  in  helping  the  world,  and  Indonesians 
themselves,  to  understand  Indonesia.  In  addition  to  papers 
reporting  economic  analysis  and  research,  each  issue  leads 
with  a  'Survey  of  Recent  Developments',  which  aims  to  be 
ascessible  to  non-economists,  and  helps  to  account  for  the 
journal's  diverse  readership  within  academia,  government, 
business  and  the  broader  public. 

The  BEES  is  published  three  times  a  year,  in  April,  August  and  December  and  is  available  in  Indonesia 
from  CENTRE  FOR  STRATEGIC  AND  INTERNATIONAL  STUDIES,  Jalan  Tanah  Abang  ID/23-27,  Jakarta  10160, 
at  Rp  85.000,00  per  year,  Rp  30.000,00  per  issue. 

Payment  should  be  sent  to  Rupiah  Account  No.  0018.01.000211.30.1,  BRI  Cabang  Tanah  Abang,  Jakarta  10160. 


CKITW'C*  Ml  Jilt  -!ZMi  WfOIHiTOHAl. 


Islamic  Responses  to  Globalization: 
Moderatism  and  Radicalism 

in  Indonesia 

Hisanori  Kato 


INTRODUCTION 

A Japanese  existentialist,  Isaku 
Yanaihara,  once  stated  that 
the  twentieth  century  was 
"the  hours  of  darkness".1  This  pes- 
simistic statement  seems  to  be  quite 
right  if  one  considers  the  millions  of 
people  that  have  died  because  of  wars 
in  the  last  century.  It  has  been  some 
time  since  the  word  of  globalization 
started  to  be  heard  in  the  mass  media. 
Especially  since  the  collapse  of  the 
Communist  bloc  in  the  1990s,  the  is- 
sue of  "global"  cooperation  by  na- 
tions has  been  the  centre  of  discus- 
sions by  the  leaders  of  the  world. 
Starr  is  right  to  point  out  that  this 
whole  world  has  been  experiencing  a 
"transition",  and  that  adaptation  to 


1I.  Yanaihara,  Yanaihara  Isaku  no  Hon 
Geppou  (Yanaihara  Isaku's  Book).  (Tokyo: 
Misuzu  shobo  1987),  1. 


the  new  environment  is  vital  for  the 
successful  survival  of  human  race.2 

There  are  several  important  factors 
which  affect  this  transition  by  the 
world,  such  as  economic  growth,  po- 
litical stability,  technological  advance- 
ment, and  tolerance  of  different  cul- 
tures etc.  It  goes  without  saying  that 
these  social  dimensions  correlate  with 
each  other.  However,  it  seems  that  re- 
ligion is  a  crucial  element,  in  Starr's 
words,  for  the  "adaptation  of  new 
environment",  or  globalization.  Both 
negatively  and  positively,  throughout 
recorded  history,  we  have  never  been 
free  from  the  influence  of  religion. 
Of  all  religions  however,  Islam,  which 
is  the  fastest  growing  religion  in  the 


2H.  Starr.,  "The  Institutional  Maintenance 
of  Twenty-First  Century  World  Order,"  in 
C.W.  Kegley  and  E.R.  Wittkopf.  eds.,  The 
Global  Agenda  (Singapore:  McGraw  Hill, 
2001),  219. 
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world  today  and  often  becomes  the 
centre  of  international  disputes,  seems 
to  be  a  key  to  the  question  of  whe- 
ther the  dark  night  will  continue  into 
the  twenty-first  century. 

Significant  intellectual  movements 
of  Muslims  can  be  found  in  the  most 
populous  of  Muslim  nations,  Indonesia. 
This  is  one  of  the  responses  of  Mus- 
lims in  the  face  of  globalization.  This 
paper  will  first  discuss  the  relationship 
between  religion  and  globalization. 
Second,  the  position  of  Islam  and  the 
attitudes  of  some  Indonesian  Muslims, 
in  this  transitional  period  of  the  world, 
will  be  examined.  It  is  also  intended 
that  the  possibility  of  Islam  contribut- 
ing to  the  creation  of  a  peaceful  world 
will  be  explored. 

GLOBALIZATION  AND  RELIGION 

The  earth,  where  the  human  race 
resides,  seems  to  be  shrinking,  mean- 
ing that  communication  amongst  na- 
tions has  become  faster  and  more 
expeditious  than  ever  in  history.  For 
people  living  in  the"  21st  century 
— business  people,  scholars,  students, 
and  families —  exchanging  emails  is 
now  a  common  means  of  conveying 
information.  This  electrical  connection 
extends  not  only  domestically  but  also 
internationally.  The  physical  move- 
ment of  the  people  over  the  globe,  too, 
has  become  more  frequent.  Satellite 
transmission  simultaneously  covers 
events  taking  place  all  over  the  world. 
These  modern  developments  can  be 
attributed  to  technological  invention, 


what  we  might  call  modernization, 
something  we  all  tend  to  believe  to 
be  an  absolute  goal  towards  which 
the  human  race  should  reach. 

The  web  of  multinational  enter- 
prises extends  to  almost  all  parts  of 
the  world.  Pursuit  of  economic  suc- 
cess seems  to  be  a  goal  of  most  humans 
in  present-day  society.  To  some  extent, 
this  economic  expansionism  brings 
about  a  better  standard  of  living  for 
some  people.  That  is,  as  income  in- 
creases, ordinary  people  have  more 
access  to  "useful  materials",  which 
accordingly  enriches  their  lives. 

Socio-political  interaction  amongst 
nations  has  also  become  common 
practice.  This  global  exchange  has  been 
exercised  at  a  governmental  as  well 
as  non-governmental  level.3  Civilian 
cooperation,  such  as  NGO-sponsored 
aid  programs  in  conflict  areas,  now 
plays  an  essential  role  in  the  interna- 
tional community. 

Despite  these  positive  outcomes, 
globalization  brings  with  it  an  ap- 
prehension that  human  dignity  is 
discounted.  Latest  technology  might 
deprive  people  of  more  leisure  time; 
the  purpose  of  new  inventions  is  to 
create  so  called  "efficiency"  which 
then  demands  more  production.  The 
global  economy  can  be  seen  as  a  new 


3For  example,  a  French  born  non-gov- 
ernmental organization  called  Medecins 
Sans  Frontieres  (MSF:  French  Doctors)  ex- 
tends their  medical  activities  beyond  the 
boundaries  of  countries. 
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form  of  colonialism  by  the  West,  that 
is  b  being  imposed  on  the  East.4 
It  also  tends  to  create  a  gap  between 
the  haves,  who  are  profoundly  con- 
nected with  the  Western  merchants; 
and  the  have-nots,  who,  as  a  lower 
class,  are  destined  to  have  little  access 
to  modernity,  and  economic  prosperity. 

Religion  cannot  be  dissociated  from 
the  social  change  inherent  in  the  global- 
ization of  the  world.  The  question  here 
is  how  religion  can  exist  while  global- 
ism  prevails.  In  the  author's  own  view, 
religion  can  justifiably  be  divided  into 
two  major  functions:  the  one  ideational 
and  doctrinal;  the  other,  socio-po- 
litical. Transferences  from  the  world 
of  ideas  of  the  former  to  the  particul- 
arities of  the  latter,  however,  can  pro- 
duce ideology  which  in  turn  can  have 
deep  implications  for  politics.  Karl 
Marx's  theory  emphasizes  this  part, 
probably  less  enthusiastically  and 
more  cynically,  while  Durkheim,  too, 
deals  with  this  side  of  religion  as  ex- 
pressed collectively.  Although  Weber 


As  R.  Robinson  and  D.S.G.  Goodman 
points  out;  "It  is  as  consumers  that  the  new 
rich  of  Asia  have  attracted  an  interest  of 
almost  cargo-cult  in  the  West.  They  consti- 
tute the  new  markets  for  Western  products: 
processed  foods,  computer  software,  edu- 
cational services  and  films  and  television 
soaps.  They  are  the  new  tourists,  bringing 
foreign  exchange  in  hard  times.  What  has 
helped  such  an  enthusiastic  embrace  of  the 
Asian  new  rich  is  that  they  are  emerging 
at  the  time  when  prolonged  recession  and 
low  growth  rate  have  depressed  home  mar- 
kets in  the  West."  The  New  Rich  in  Asia, 
R.  Robinson,  D.S.G.  Goodman,  eds.,  Lon- 
don: Routledge,  1996,  1. 


shows  a  similar  tendency  to  the  other 
two  in  terms  of  understanding  re- 
ligion as  a  social  factor,  the  psycho- 
logical and  ethical  impetuses  are  more 
the  focus.  Each  theory  provides  an 
expedient  means  of  understanding  the 
relationship  between  social  change 
and  religion.5 

In  short,  a  worthy  assumption  can 
be  made.  It  can  be  stated  that  re- 
ligion is  intimately  connected  to  the 
socio-political  behavior  of  people. 
This  datum  can  be  uncovered  from 
phenomena  at  the  national  level  through 
to  the  individual  lives  of  common  folk. 
It  is  not  uncommon,  for  example,  for 
political  authorities  to  employ  re- 
ligious sentiment  to  create  and  main- 
tain the  political  direction  of  the  coun- 
try, e.g.,  by  being  united  against  a 
foreign  nation  or  in  consolidating,  or 
perhaps  weakening,  the  cohesion  of 
the  nation.  Conversely,  common  people 
use  religion  in  order  to  question  their 
authorities,  even  take  them  to  task.  Re- 
ligion is  also  deployed  by  the  head 
of  a  family  to  discipline  and  socialize 
children.  For  political  authorities,  the 
common  people,  and  individuals  in 
society,  religion  is  a  concept  that  ex- 
plains so  much  their  behavior  because 
religion  rationalizes  their  social  and 
socio-political  conduct. 

In  theory,  one  could  suggest  that 
religion  has  the  potential  to  be  a  "de- 


5See  M.B.  Hamilton,  The  Sociology  of 
Religion,  London,  1995,  and  G.  Trompf,  In 
Search  of  Origins.  New  Delhi:  Sterling  Pub- 
lishers, 1990. 
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structive  bomb",  opium,  cement,  and 
even  a  collective  hope,  depending  on 
whatever  society  needs,  and  it  is  the 
flexibility  of  usage,  appropriate  ability 
and  applicability  that  allows  for  these 
differences.  It  is  sensible  to  identify  re- 
ligion, then,  as  a  "versatile  organism", 
in  theory.6  It  is  possible  for  religion  to 
bring  about  substantial  social  change, 
to  illustrate  or  even  prevent  it.  Of  re- 
ligion in  society,  one  must  always  be 
asking:  are  they  "compounding  the 
problem  or  offering  an  answer;  or  are 
they,  even  while  easing  a  human  be- 
ing's anxieties  with  spirituality,  giving 
us  all  the  more  reason  to  worry  over 
the  survival  of  the  human  species?"7 

Indonesia's  New  Order  government 
(during  the  time  of  former  president 
Soeharto;  1966-1998),  which  has  not 
been  completely  demolished  by  Soe- 
harto's  going,  has  been  regarded  as 
being  "authoritarian"  and  thus  hin- 
dering the  realization  of  a  democratic 
society.  At  the  same  time,  the  New 
Order  government  created  an  economy- 
oriented  society.  In  fact,  the  downfall 
of  Soeharto  started  when  the  Indo- 
nesian economy  plunged  into  crisis. 
Although  economic  restoration  is  a 
crucial  matter  for  the  political  elite, 
political  debates,  including  those  on 


6H.  Kato,  Agama  dan  Peradaban  (Re- 
ligion and  Civilization),  Jakarta:  PT.  Dian 
Rakyat,  2002,  302. 

7G.  Trompf,  "The  Attitudes  and  Involve 
ment  of  Religion  in  Population  Planning",  in 
N.  Polunin  (ed.),  Population  and  Global  Se- 
curity, Cambridge:  Cambridge  University 
Press,  1998,  206. 


the  idea  of  democracy,  are  also  just 
as  important  for  national  as  well  as 
Muslim  leaders.  At  this  time  of  course, 
ordinary  people  too  are  eager  to  have 
a  more  liberal  and  open  society,  yet 
one  should  always  remember  who 
it  is  who  wants  to  have  democracy, 
and  moreover,  what  that  democracy 
should  contain  as  a  mental  construct. 
That  means  we  are  basically  stuck 
with  an  elite  "project".  By  extension, 
too,  there  arises  the  possibility  that 
both  political  elites  and  religious 
leaders  will  manipulate  the  masses 
in  order  to  actualize  their  own  political 
or  ideological  aspirations.  Needless 
to  say,  should  their  "aspiration"  be 
truly  appropriate  for  the  whole  nation, 
the  process  of  social  change  (such  as 
democratization)  will  be  relatively 
smooth,  but  there  is  the  possibility 
that  it  may  not  be.  Indonesia  is  already 
a  highly  diverse  country  socially  and 
religiously,  and  is  far  from  being  in 
a  potentially  harmonious  condition 
across  the  archipelago.8 

Looking  at  the  reality  of  Indonesia, 
the  majority  religion,  Islam,  as  a  ver- 


8The  clashes  between  Christians  and 
Muslims  in  Indonesia  became  frequent 
events  in  the  middle  of  the  1990s.  For  exam- 
ple, there  were  violent  confrontations  be- 
tween religious  communities  in  East  Java 
(Situbondo),  West  Java  (Tasikmalaya),  and 
Regasdengklog  (West  Java)  between  1996 
and  1997.  Moreover,  religio-ethnic  conflicts 
in  Maluku  Islands  have  resulted  in  thou- 
sands of  deaths  since  1999.  See  the  details 
on  this  matter,  G.  van  Klinken,  "The  Ma- 
luku Wars:  Bringing  Society  Back  In",  Indo- 
nesia!, 17  April  2001. 
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satile  organism,  can  turn  into  either 
a  means  to  sustain  a  process  of  for- 
ging moderate  religious  attitude  or 
an  ideological  pillar  used  to  bring 
about  militant  radicalism.  We  should 
remember  that  when  Soeharto  was 
stepping  down  in  May  1998,  religio- 
ethinic  minorities  (mainly  non-Muslim 
ethic  Chinese)  were  the  target  of  phy- 
sical attack  by  so-called  "Muslims". 
Although  Tim  Gabungan  Pencari  Fak- 
ta  Kerusuhan  13-15  Mei  or  the  May 
13-15  Riots  Joint  Fact  Finding  Team  re- 
ported that  Prabowo  Subianto,  former 
Strategic  Reserve  Commander  and  son- 
in-law  of  Soeharto,  was  responsible 
for  igniting  the  riots,  it  cannot  be 
denied  that  anti-non-Muslim  sentiment 
already  existed  in  the  society.  Those 
riots  were  easily  sparked  because  of 
"increasing  economic  inequalities  and 
feelings  of  unfair  practices  by  the 
authorities",  as  Komisi  Nasional  Hak 
Asasi  Manusia  Indonesia  (Komnas  Ham), 
or  the  National  Commission  of  Human 
Rights,  suggested.9  Yet,  it  is  important 
to  note  that  social  dissatisfactions, 
including  economic  ones,  can  be  man- 
ifested under  the  name  of  religion. 
And,  that  this  perception  can  be  just- 
ified and  strengthened  by  a  holy  entity, 
that  is  the  Master  of  the  world. 

More  recently,  the  terrorist  attack 
on  11  September  2001  in  the  US  and 
the  devastating  bombing  on  the  re- 
sort island  of  Bali  were  perpetrated,  by, 
and  were  the  expression  of,  the  radical 


9Kompas,  17  April  1999. 


religiosity  stimulated  by  fanatical  con- 
viction. The  appalling  events  which 
happened  to  ethnic  Chinese  in  May 
1998,  the  World  Trade  Center  in  NY  in 
2001,  and  a  dance  club  in  Bali  in  2002, 
can  be  described  as  the  paradigm  of 
the  socio-political  rationalization  of 
religion. 

One  can  imagine  that  people  who 
engaged  in  the  destructive  actions 
were  releasing  their  indignation  and 
frustration  towards  society.  However, 
it  was  necessary  for  them  to  have  ap- 
proval and  momentum  to  execute  it, 
and  this  was  provided  by  their  re- 
ligion, Islam  (it  is  equally  possible  that 
other  religions  could  play  a  similar  role 
to  Islam  './here  they  are  dominant  in 
a  given  society).  There  are  two  dif- 
ferent stages  to  the  socio-political  ra- 
tionalization of  religion.  First  is  the  de- 
velopment of  human  emotions,  which 
is  not  necessarily  connected  with  re- 
ligion. This  psychological  condition 
could  be  caused  by,  for  example,  eco- 
nomic dissatisfaction,  frustration  with 
one's  social  status,  the  feeling  of  ex- 
ploitation or  even  personal  hatred. 
Next,  the  ideological  pillar  that  per- 
mits or  facilitates  the  articulation  of 
these  sentiments  is  sought,  this  is 
again  substantially  related  to  human 
psychology.  The  most  functional  in- 
strument of  socio-political  rational- 
ization is  religion;  it  presents  an  ab- 
solute divinity  for  whom  people 
should  work,and,  in  turn,  it  is  "He" 
who  will  save  them  in  the  end.  This 
phenomenon  is  not  only  confined  to 
the  relationships  among  people  "on 
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the  ground",  but  it  also  applies  be- 
tween people  and  the  authorities.  Ja- 
panese Shinto  is  a  typical  example  of 
the  latter.  For  the  Japanese  this  indi- 
genous religion  was  just  such  a  useful 
ideological  pillar  for  the  justification 
of  militarism  during  World  War  II, 
and  the  Kamikaze  attacks  were  ration- 
alized by  Shinto  divinity.  One  can  find 
a  similarity  here  between  the  suicide 
bombers  of  today,  including  the  ones 
who  attacked  WTC,  and  the  Japanese 
suicide  attackers  of  sixty  years  ago. 

There  is  a  real  possibility  that  Is- 
lam will  be  employed  as  an  ideolog- 
ical concept  more  seriously  than  ever 
before,  which  could  then  generate  such 
negative  phenomena  as  the  suppression 
and  abuse  of  non-Muslim  minorities 
and  a  violent  reaction  to  social  change. 
In  this  event,  Islam,  regardless  of  its 
positive-looking  doctrines,  will  hinder 
the  security  of  global  society  where 
people  seek  to  exist  harmoniously  and 
in  accordance  with  democratic  prin- 
ciples. On  the  other  hand,  it  should  be 
noted  that  the  most  effective  means  to 
halt  the  negative  socio-political  ration- 
alization of  religion  will  have  to  come 
from  religion  itself.  As  religions  have 
supremacy  over  people's  mentality 
and  emotions,  corrections,  repent- 
ance or  goodwill  can  be  brought  out 
through  religious  impulses.  Islam  is 
still  an  efficient  agent  to  realize  a 
more  decent  society  to  the  extent  that 
it  functions  as  a  moral  and  ethical 
code,  teaching  respect  for  the  dignity 
of  human  beings. 


INDONESIAN  ISLAM 

It  is  now  clear  that  Islam  itself 
will  shape  the  socio-political  future  of 
Indonesia.  More  broadly,  however, 
Islam  in  Indonesia  can  illustrate  the 
position  of  religion  in  the  secular  state. 
It  was  not  until  the  sixteenth  century 
that  Islam,  as  a  powerful  social  force, 
started  to  prevail  all  over  the  archi- 
pelago where  Hinduism  and  Buddh- 
ism had  heretofore  been  dominant. 
Yet,  Islam  and  existing  religions  have, 
in  some  ways,  been  syncretized  and 
have  developed  a  form  of  "Indonesian 
Islam". 

This  can  be  symbolized  by  the  cre- 
ation of  two  distinct  groups  within 
an  Islamic  community:  abangan  and 
santri.  The  former  shows  more  relaxed 
attitudes  towards  rituals  than  the  latter. 
In  rural  areas,  Islamic  scholars,  called 
ulama  exercise  influence  over  abangan, 
who  are  mainly  peasants.  This  structure 
can  still  be  vividly  observed  in  Central 
and  Eastern  Java  provinces.  Flexibility 
and  tolerance  towards  Javanese  myst- 
icism and  indigenous  religious  beliefs 
are  the  main  characteristics  of  this 
group  which  are  called  traditionalists. 

On  the  other  hand,  a  crusade  that 
opposed  this  traditionalist  attitude  ap- 
peared in  the  nineteenth  century.  It 
was  an  Islamic  modernist  movement 
which  originated  in  Saudi  Arabia  and 
Egypt.  Modernists  insisted  that  holy 
scriptures,  such  as  the  Koran  and  the 
Hadith  should  be  the  only  sources  of 
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Muslims'  social  and  individual  activ- 
ities, rather  than  following  the  in- 
structions from  ulama. 

The  traditionalist  group  today  is 
represented  by  a  mass  organization 
Nahdlatul  Ulama,  known  as  NU  (Re- 
naissance of  Ulama),  while  Muhamma- 
diyah  (the  Followers  of  Muhammad) 
is  a  modernist  organization.10  Both 
organizations  have  been  rivals  since 
their  establishment.  Even  though  the 
two  organizations  brand  themselves 
as  religio-social  organizations,  their 
influence  in  national  politics  has  been 
immense  throughout  the  post  war 
period. 

At  the  end  of  the  New  Order  time, 
these  two  influential  Islamic  organiza- 
tions were  chaired  by  prominent  Mu- 
slim leaders,  i.e.,  Abdurrahman  Wahid 
of  NU,  and  Amien  Rais  of  Muhamma- 
diyah.  Despite  their  rivalry  and  com- 
petition, Amien  Rais  supported  Wa- 
hid's presidency  in  October  1999.  Yet 
their  coalition  was  short-lived  and  Rais 
soon  became  a  harsh  critic  of  Wahid, 
which  contributed  to  the  end  of  Wa- 
hid's presidency  in  July  2001.11 


10NU  was  established  in  1926  and  now 
declares  more  than  40  million  members. 
Muhammadiyah  was  established  in  1912 
and  now  declares  more  that  30  million 
members. 

nSee,  W.  Witoelar,  No  Regrets,  Jakarta: 
Equinox,  2002.  For  the  details  of  Wahid's 
presidential  life  and  the  account  of  the 
termination  of  his  office. 


EMERGENCE  OF  ISLAMIC  RAD- 
ICALISM IN  INDONESIA? 

As  mentioned  earlier,  Indonesia 
witnessed  a  bombing  in  Bali  perpetrated 
by  fanatical  Muslims  in  October 
2002. 12  In  the  same  year,  in  Novem- 
ber, there  was  another  bombing  at  a 
McDonald's  fast-food  restaurant  in 
Makassar,  the  capital  of  Sulawesi, 
which  claimed  three  lives  and  left 
dozens  injured.  These  delinquent  acts 
invited  international  concern  about 
the  spread  of  Islamic  radicalism  in  the 
region. 

Some  believe  that  Indonesia  is  con- 
nected with  international  terrorist  net- 
works, such  as  Al-Qaeda.  In  fact,  the 
national  police  admit  that  Jamaah 
Islamiyah  (JI),  which  had  its  origin  in 
Malaysia,  has  reached  Indonesia  and 
JI  is  linked  with  Al-Qaeda.13  Soon 
after  th*1  Bali  bombing,  Abubakar 
Ba'asyir  who  is  a.  spiritual  leader  of 
JI  in  Indonesia  was  detained.  Several 
mass  rallies  supporting  Abubakar 
Ba'asyir,  even  before  his  arrest,  were 
organized:  around  one  thousand  and 


Several  Muslims  were  arrested  in  re- 
lation to  this  bombing  and  were  charged. 
They  are  Amrozi,  Imam  Samudera,  Bam- 
bang  Setiono,  Musyafak,  Herlambang,  Budi 
Wibowo,  Masykur,  Mohammad  Najib,  Andi 
Oktavia,  Makmuri,  Junaidi,  Rauf,  Andi  Hi- 
dayat,  Hernianto,  and  Mukhlas.  The  spiri- 
tual leader  of  Islamic  group  called  Jammah 
Islamiyah,  Abubakar  Ba'asyir  was  also 
charged  with  his  involvement  in  the  bomb- 
ing. About  two  hundred  people  mainly  for- 
eign tourists  were  killed  by  the  bombing. 

1330  November,  Jakarta  Post. 
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five  hundred  Muslims  voiced  their 
opposition  to  the  Time  magazine  ar- 
ticle that  reported  the  possible  link  be- 
tween Ba'asyir  and  Al-Qaeda  in  Sep- 
tember 2002,  and  urged  Muslims  to 
take  part  in  physical  fighting  against 
the  US  government.  After  the  arrest 
of  Ba'asyir,  his  supporters  held  de- 
monstrations showing  their  indignat- 
ion in  various  parts  of  the  country. 

There  was  also  an  emotional  react- 
ion by  Muslims,  when  the  US  began 
bombing  Afganistan  in  October  2001; 
so  called  "sweeping  Americans"  took 
place  and  several  radical  Muslim 
groups  urged  Americans  and  citizens 
of  other  US  ally  countries  to  leave  the 
country.  In  Makassar,  for  example, 
students  from  the  Indonesian  Muslim 
University  (UMI)  staged  a  rally  de- 
manding at  the  Japanese  Consulate 
demanding  withdrawal  Japan's  support 
for  the  US  government,  otherwise, 
they  threatened,  Japanese  citizens  re- 
siding the  region  would  be  expelled. 
In  the  same  year,  in  November,  the 
Australian  International  School  in 
South  Jakarta  and  the  Petra  Protest- 
ant Church  in  North  Jakarta  were 
bombed,  and  the  police  admitted  that 
these  incidents  were  "politically-mot- 
ivated and  linked  to  Muslim  groups".14 

It  is  understandable,  however,  that 
Muslims  in  Indonesia  reacted  angrily 
to  the  attack  on  Islamic  soil  in  Afghan- 
istan as  did  other  secular  democrats 


in  the  world  who  also  expressed  their 
opposition  to  the  attack.  Nevertheless, 
the  frequent  bombings  and  violent 
acts  observed  in  the  post  Soeharto 
time  could  be  an  indication  of  the 
existence  of  seeds  of  Islamic  radicalism 
in  Indonesia. 

MODERATE  MUSLIMS'  ATTI- 
TUDES 

With  regard  to  the  interpretation 
of  Islamic  dogmas,  Abdurrahman  Wa- 
hid carries  more  weight  than  anyone 
else  in  modern  Indonesia.  He  has  been 
campaigning  on  the  importance  of  re- 
ligious tolerance  and  has  insisted  that 
the  secular  legal  system  should  be 
maintained  without  the  implement- 
ation of  Islamic  law  or  sharia.  By  his 
reckoning: 

...efforts  to  restore  the  attitude  of  mu- 
tual respect  among  people  from  differ- 
ent faiths  should  be  based  on  the  fund- 
amental legal  principles  of  freedom  of 
speech  (even  for  every  small  minority 
groups),  the  rule  of  law  and  equality 
before  the  constitution.15 

Although  there  have  been  voiced 
some  doubts  and  criticism  of  Wahid  as 
president,  one  has  to  admit  that  liber- 
alism and  tolerance  in  Indonesia  were 
promoted  during  his  presidential 
term.  Wahid  discarded  the  Presidential 
Instruction  No  14/1967  which  restricted 


14 


18  November,  Jakarta  Post. 


15A.  Wahid,  "Religious  Tolerance  in  a 
Plural  Society,"  in  D.  Kingsbury  and  G. 
Barton,  eds.,  Difference  and  Tolerance,  Gee- 
long:  Deakin  University  Press,  1994A  42. 
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the  practice  of  Chinese  tradition  and 
instructed  the  government  to  acknow- 
ledge minority  religions,  such  as  Con- 
fucius and  Bahai  in  addition  to  the 
other  five  official  religions.16  Even 
after  Wahid's  resignation,  minority 
groups  still  maintain  their  support 
for  him.  A  leader  of  the  Confucius 
community  in  Indonesia,  Chandra  Se- 
tiawan,  for  one,  claims  that  Wahid  has 
a  strong  commitment  to  promoting 
pluralism.17  This  view  is  shared  by  a 
young  Buddhist  activist,  Agus  Hartono 
who  states:  "He  (Wahid)  is  consistent 
in  his  (tolerant  and  pluralistic)  prin- 
ciples. And  we  still  have  hope  in  him 
(Wahid)  and  would  support  him  as 
president  if  he  overcomes  his  political 
weakness".18 

The  emergence  of  militant  Mus- 
lims in  Indonesia  has  been  Wahid's 
major  concern  for  a  long  period  of 
time.19  He  has  worked  hard  to  bring 
awareness  of  it  to  the  religious  com- 
munity. Moderate  and  pluralistic  reli- 
gious attitudes  upheld  by  Wahid  seem 
to  have  been  conveyed  to  the  next 
generation  of  Islamic  leaders.  Of  all 


Before  that,  Indonesian  government 
only  recognized  Catholicism,  Protestantism, 
Buddhism,  Hinduism,  and  Islam  appeared 
in  the  national  identification  card. 

17Interview  with  the  author  in  Yogya- 
karta,  27  June  2002. 

18Interview  with  the  author  in  Jakarta, 
6  July  2002. 

19For  example,  in  1996,Wahid  warned 
that  there  existed  militant  Muslims  in  Indo- 
nesia, and  they  should  be  stopped  from 
gaining  political  power.  Interview  with  the 
author  in  Jakarta ,  17  November  1996, 


these  clerics,  Hasyim  Muzadi  (Chair- 
person of  NU)  and  Ahmad  Shafii 
Maarif  (Chairperson  of  Muhammadi- 
yah)  are  the  most  prominent  and  in- 
fluential. Unlike  previous  leaders, 
Muzadi  and  Maarif  have  managed  to 
narrow  the  gap  between  the  two  or- 
ganizations. In  fact,  they  publicly 
state  that  the  two  organizations  should 
work  and  cooperate  in  order  to  create 
a  peaceful  and  harmonious  society. 
In  January  2002,  these  two  leaders,  to- 
gether with  various  figures  from  other 
religious  communities,  launched  a 
nation-wide  campaign  called  Gerakan 
Moral  Nasional  Indonesia,  or  the  In- 
donesian National  Moral  Movement, 
intending  to  awaken  people  to  the  need 
for  mutual  understanding,  cooperation, 
and  morality.20  Both  Muzadi  and 
Maarif  are  aware  that  religious  con- 
flicts would  facilitate  the  disintegrat- 
ion of  the  country,  and  that  the  emerg- 
ence of  religious  radicalism  would  be 
harmful  for  Indonesia. 

Their  views  on  the  imposition  of 
sharia  are  similar  to  Wahid's  that  it 
is  not  necessary  to  introduce  it  as  the 
basis  of  the  formal  legal  system.21  It 


Hasyim  Muzadi,  interview  with  the 
author  in  Jakarta,  13  July  2002. 

21Maarif  clearly  states;  "there  is  no  need 
to  mention  shariah  in  the  constitution". 
Interview  with  the  author  in  Jakarta,  16 
July  2002.  At  the  same  time,  Muzadi  shows 
a  similar  view  saying  that:  "struggling  for 
sharia  to  be  enforced  in  Indonesia  is  not 
realistic.  What  we  need  is  to  develop  uni- 
versal values  for  people's  prosperity",  Ja- 
karta Post,  1  January  2003. 
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is  true  that  much  trust  by  the  non- 
Muslim  community  has  been  granted 
to  these  moderate  Muslim  leaders.  A 
Catholic  leader,  Ismartono,  for  exam- 
ple, expressed  his  credence  of  Maarif, 
saying  that  he  is  sincere  and  trust- 
worthy.22 It  seems  true  that  the  trad- 
itionalists and  modernists,  who  were 
dissociated  in  the  religious  history  of 
Indonesia,  now  have  become  more 
aligned  than  ever.  This  coalition,  in 
other  words,  has  become  reality  be- 
cause of  the  pressure  generated  by  the 
presence  of  fanatical  radicalism  in  Islam. 

Another  significant  Muslim  figure 
in  present-day  Indonesia  is  a  young 
intellectual  from  NU,  Ulil  Abshar-Ab- 
dalla.  With  a  strong  traditional  back- 
ground, Abshar-Abdalla  maintains 
liberal  and  all-embracing  religious  at- 
titudes. He  is  one  of  the  founding  mem- 
bers of  a  new  Non-Governmental- 
Organization  called  Indonesian  Con- 
ference on  Religion  and  Peace  (ICRP).23 
This  philosophy-major  intellectual  has 
a  strong  ideological  link  with  Abdur- 
rahman Wahid,  in  that  he  rejects  the 
idea  of  creating  a  religious  state.24 
More  openness  and  liberalism  within 
Islam  have  been  promoted  by  Ab- 


Interview  with  the  author  in  Jakarta, 
10  July  2002. 

23ICRP  was  established  in  July  2000 
with  the  intention  of  promoting  interfaith 
dialogue  amongst  different  religions.  And 
Abdurrahman  Wahid  supported  the  estab- 
lishment of  this  organisation. 

24Interview  with  the  author  in  Jakarta, 
28  September  1998. 


shar-Abdalla.  Because  of  his  non-re- 
strictive ideas  about  Islam,  some  harsh 
criticism  has  been  directed  at  him 
by  radicalists.  The  issue  of  his  contro- 
versial statement  on  the  head  cover 
(jilbab)  of  Muslim  women  will  be  dis- 
cussed in  the  latter  part  of  this  paper. 

MODERATE  MUSLIMS'  "RADIC- 
ALISM" IN  THE  INTERPRETA- 
TION OF  DOGMAS 

In  some  ways,  a  delicate  equi- 
librium between  radical  Muslims  and 
moderate  Muslims  does  exist  in  Indo- 
nesia. The  former  tends  to  employ 
physical  methods  which  often  pertain 
to  violence,  while  the  latter  focuses 
on  dogmatic  interpretation.  Both 
groups  "rationalize"  their  religious 
actions  by  reference  to  their  religion, 
Islam.  This  is  a  typical  example  of 
religion's  role  in  society  (especially 
in  a  time  of  change)  in  that  religion 
as  a  "versatile  organism"  bestows  so- 
cio-political rationalization  on  the 
conduct  of  its  followers. 

It  is  an  urgent  task  for  moderate 
Muslims  in  Indonesia  to  explore  and 
present  a  set  of  ideas  that  match 
with  a  global  world  view  where  mu- 
tual communication  among  differ- 
ent religions  is  essential.  One  of  the 
pioneers  of  this  attempt  is  Ulil 
Abshar-Abdala  who  was  mentioned 
earlier.  His  theological  interpretation 
of  Islam  is  too  "radical"  for  some  con- 
servative Muslims  (more  convention- 
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ally  called  fundamental  Muslims)25 
to  accept.  His  ideas  were  clearly  eluc- 
idated in  the  article  that  appeared  in 
the  Indonesian  newspaper,  Kompas, 
on  18  November,  2002.26  After  the 
publication  of  the  article,  Abshar-Ab- 
dalla  received  death  threats  from  rad- 
ical Muslim  groups  in  Indonesia. 

The  individual  interpretation  of 
Islam  (ijtihad)  was  encouraged  by  Ab- 
shar-Abdalla.  He  explains: 

The  sole  route  which  can  lead  to  the 
progress  of  Islam  is  to  raise  the  question 
of  how  we  interpret  this  religion.  ...  In 
my  opinion,  "the  law  of  God",  as  most 
Muslims  understand  that  concept,  does 
not  exist.  For  instance  the  law  of  God 
concerning  theft,  buying  and  selling, 
marriage,  government  and  so  on.  What 
do  exist  are  general  principles,  which  in 
the  classical  Islamic  tradition  of  legal 
study  are  called  maqasid  al-sharia,  ie. 
the  general  goals  of  Islamic  law.  These 
values  are  the  protection  of  religious 
freedom,  reason,  property,  the  family 
and  honor.  How  these  values  are  trans- 
lated into  any  given  historical  and  so- 
cial context  is  something  the  Muslims 
must  work  out  for  themselves  through 
"ijtihad"  (intellectual  endeavor).27 

In  order  to  exercise  ijtihad  effect- 
ively, Islam,  according  to  Abshar-Ab- 


25The  author  distinguishes  the  terms 
"fundamentalist"  and  "radicalist";  the  former 
can  be  interpreted  as  extremely  obedient  to 
the  original  teachings  of  the  religion,  and 
the  latter  merely  adapts  violent  method 
(such  as  terrorism)  to  realize  their  religious 
conviction. 

26English  version  of  the  article  was 
made  available  by  Ulil  Abshar-Abdalla  to 
the  author. 

27U.  Abshar-Abdalla,  Freshening  Up  Our 
Understanding  of  Islam,  1-2. 


dalla,  should  be  understood  in  relation 
to  the  local  cultural  context.  That  In- 
donesian Muslims,  for  example,  are 
not  obliged  to  follow  the  traditions  of 
Arabia.  Abshar-Abdalla  thinks  that 
as  the  origin  of  jilbab  or  female  head- 
cover  is  found  in  Arabian  culture, 
Muslims  who  are  not  from  Arabia 
have  no  obligation  to  wear  it.  His  re- 
asoning is: 

The  essence  of  wearing  the  jilbab  is  to 
conform  a  standard  of  public  decency. 
What  is  generally  regarded  as  decent  is 
obviously  flexible  and  may  change  in 
accordance  with  the  development  of 
culture.28 

Not  only  the  practical  side  of  Is- 
lam, but  also  a  fundamental  inter- 
pretation of  Islamic  value  is  discussed 
in  the  article.  Abshar-Abdalla  goes  as 
far  as  to  state  that  the  Prophet  Mu- 
hammad presented  merely  one  form 
of  the  universality  of  Islam  in  Medina. 
Therefore,  he  believes  that  a  new  in- 
terpretation of  the  universal  values 
of  Islam,  based  on  individual  reckon- 
ing, is  required.  In  his  own  words: 

We  are  not  obliged  to  imitate  the  Pro- 
phet literally,  because  what  he  did  at 
Medina  was  to  "negotiate"  between  the 
universal  values  of  Islam  and  the  con- 
crete social  situation  at  Medina  with 
all  its  constraints;  the  result  was  a  "trade- 
off" between  the  universal  and  the  par- 
ticular. The  Islamic  ummat  must  strive 
in  interpretation  (ijtihad)  to  seek  a  new 
formula  to  translate  those  values  in  the 
context  of  its  own  life  situation.  The  Pro- 
phet's "Islam"  at  Medina  was  one  pos- 


28, 


Op.  cit.,  p.  1. 
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sible  translation  of  the  universal  Islam 
onto  the  earth's  face.  But  there  are  pos- 
sibilities of  translating  Islam  in  other 
ways,  in  different  contests.  Islam  at 
Medina  was  one  among  others.  One  of 
the  forms  of  Islam  that  have  existed 
on  earth.29 


As  a  champion  of  moderate  and 
all-embracing  Muslims,  Abshar-Ab- 
dalla  tacitly  criticises  the  radical  ap- 
proach employed  by  "fundamentalist 
Muslims".  For  him,  all  religions  offer 
positive  values,  and  he  encourages  a 
respectful  attitude  towards  non-Mus- 
lims. The  following  passage  clearly  ex- 
plains his  view: 

There  is  no  point  in  Muslims  erecting 
a  great  wall  between  Islamic  culture 
and  Western  culture,  pronouncing  the 
one  superior  and  the  other  low,  because 
all  cultures  are  the  products  of  human 
endeavor  and  consequently  belong  to 
all  nations,  and  thus  to  Muslims  too. 
The  Muslims  have  to  understand  that 
Islam  as  interpreted  by  a  certain  group 
is  not  absolutely  true,  so  there  must 
be  a  readiness  to  accept  truth  from  all 
sources,  including  those  outside  Islam. 

This  traditionalist  intellectual's  point 
of  view  is  shared  with  a  modernist 
Muslim  leader,  Ahmad  Shafii  Maarif. 
He  supports  the  idea  that  Islam, 
more  broadly  religion  in  general,  should 
be  viewed  in  line  with  the  process  of 
history: 

...if  religions  are  really  to  win  the  com- 
petition, they  have  no  other  choice  but 


to  cooperate  one  another  sincerely  and 
work  together  for  a  noble  end  regard- 
less their  doctrinal  differences  and  his- 
torical background.  Besides,  this  is  more 
important,  the  religious  people  should 
be  ready  to  reinterprete  the  teachings  of 
their  own  religions  in  the  light  of  mod- 
ern development  in  philosophies  and 
sciences.31 


For  Maarif,  a  radical  approach  to 
social  problems  would  hinder  the 
progress  of  Islam,  and,  therefore,  a 
peaceful  method  of  propagation  is 
crucial  for  the  prosperity  of  human 
race.32  He  encourages  fellow  Muslims 
to  use  reasons  to  create  a  more  secure 
world,  quoting  verses  from  the  Koran: 

Al-Qur'an  clearly  obligates  all  Muslims 
to  (in)  vite  to  goodness,  to  enjoin  equity 
and  to  forbid  evil  (QS  3:104),  but  they 
are  also  reminded:  "Call  unto  the  way 
of  Allah  with  wisdom  and  goodly  ex- 
hortation, and  contend  with  them  on 
the  basis  of  that  which  is  best."  (QS  16: 
125).  In  that  context,  it  is  the  duty  of 
Muhammadiyah  in  particular,  and  In- 
donesian Muslims  in  general,  to  create 
a  more  loving  and  peaceful  (peace  of) 
Islam  through  their  religious  cultural 
dat(k)wah  (propagations). 

Similar  to  Abshar-Abdalla,  Maarif 
also  promotes  interfaith  understand- 


29 
30, 


Op.  cit.,  p.  2. 
Op.  cit.,  p.3. 


31A.S.  Maarif,  The  Quest  for  the  Sacred 
Amid  a  World  Split  Apart,  unpublished 
paper  and  presented  at  Asian  Conference 
on  Religion  and  Peace  Assembly  VI  24-28 
June  2002,  Yogyakarta,  p.  5. 

32A.S.  Maarif,  "Islam  and  the  Challenge 
of  Managing  Globalization",  The  Indone- 
sian Quarterly  XXX,  no.  2  (Second  Quarter, 
2002):  142-143. 

^Op.  cit.,  143. 
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ing.  In  fact,  he  has  employed  ijtihad 
on  the  issue  of  Muslim  brotherhood. 
Maarif  insists  that  the  Koranic  verse  21: 
107  which  says,  "We  have  sent  you 
forth  but  as  a  blessing  to  mankind", 
should  be  applied  to  both  Muslims 
and  non-Muslims.34 

It  seems  that  the  main  stream  of 
Muslims  in  Indonesia,  namely  repre- 
sented by  NU  and  Muhammaidyah, 
at  least  as  far  as  their  leaders  are  con- 
cerned, has  a  strong  commitment  and 
a  determination  to  promote  moderat- 
ism  in  Indonesia  allied  with  an  appre- 
ciation of  humanity.  It  is  also  true 
that  the  two  most  influential  Islamic 
organizations  are  now  closer  than 
ever  in  terms  of  their  socio-political 
attitude.  This  phenomenon  is  appar- 
ently a  reaction  to  the  greater  visibility 
of  radicalism  in  the  country.  The  so- 
cio-religious  environment,  in  other 
words,  has  contributed  to  the  creation 
of  a  traditionalist  and  modernist  co- 
alition. To  this  extent,  one  could  say 
that  a  new  form  of  Islamic  attitudes 
and  ideas,  that  is,  moderatism,  is 
emerging  in  Indonesia,  while  the  ap- 
pearance of  radicalism  is  also  more 
conspicuous  than  the  past. 

It  should  be  remembered  that  these 
two  opposed  religious  orientations 
originate  in  the  same  religion.  This 
clearly  shows  that  religion  itself  funct- 
ions in  accord  with  a  socio-political 
situation,  and  even  the  same  religion 


^Interview  with  the  author  in  Jakarta, 
16  July  2002. 


can  show  different  tenets.  Religion, 
in  this  regard,  is  a  versatile  organism, 
which  has  the  potential  to  adjust  itself 
to  a  new  environment,  such  as  global- 
ism.  It  seems  that  the  response  of 
mainstream  Muslims  in  Indonesia  in 
the  future  will  be  that  Islam  should 
be  more  inclusive  and  tolerant. 

COMPATIBILITY  OF  ISLAM  AND 
ABILITY  OF  MUSLIMS 

While  intellectual  Muslim  leaders 
encourage  the  followers  of  Islam  to 
exercise  their  reason  and  to  understand 
the  universality  of  Islam,  one  still  has 
to  question  whether  the  majority  of 
Muslims  are  able  to  comprehend  their 
leaders'  call  and  externalize  it.  To  find 
the  answer,  it  is  necessary  to  look  into 
the  dogmatic  ideas  of  Islam  and  the 
socio-cultural  condition  of  Indonesia. 

Some  argue,  for  example,  that  Is- 
lamic values  correspond  to  the  concept 
of  democracy.  Take  surah  (consult- 
ation), ijima  (consensus),  and  ijtihad 
(individual  interpretation)  as  exam- 
ples, Esposito  and  Voll  think  that 
Islam  is  compatible  with  a  democratic 
system.35  However,  these  traditions 
have  been  restricted  to  the  circle  of 
Islamic  scholars  (ulama)  who  handle 
the  religious  law  or  sharia.  In  reality, 
Muslims  who  belong  to  the  com- 
munity or  umtnat  are  still  under  the 
strong  control  of  ulama,  and  even 


35J.L  Esposito  and  J.O.  Voll,  Islam  and 
Democracy,  New  York:  The  Three  Press, 
1996,  27. 
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they  are  obliged  to  follow  the  decision 
of  ulama.36  Is  it  possible,  then,  for 
individual  Muslim  to  employ  ijtihad 
as  their  base  of  socio-political  decision- 
making? Would  ulama  try  to  have 
agreement  with  non-ulama  Muslims 
who  are  merely  community  mem- 
bers? These  questions  also  can  be  ap- 
plied to  the  Indonesian  situation. 

Despite  potential  obscurity,  how- 
ever, there  is  already  a  declaration 
made  by  one  of  the  most  famous 
ulamas  in  Indonesia,  Abdurrahman 
Wahid  that  the  practice  of  ulama,  such 
as  having  surah,  ijima,  and  ijtihad 
should  be  extended  to  individual  Mu- 
slims.37 Admitting  that  it  will  take 
more  time  to  actualize  this,  Wahid  is 
confident  that  this  development  of 
Islamic  concepts  will  take  place  in  the 
time  to  come.  Abshar-Abdalla  in  this 
sense  gains  powerful  support  from  the 
pioneers  of  moderatism. 

Nevertheless,  the  absolute  authority 
of  ulama  in  Indonesia  still  remains  firm. 
The  authority  of  Wahid  himself  is  un- 
touchable for  his  disciples,  and  Wahid 
is  also  inclined  to  follow  the  ulama 
who  is  superior  to  him.  It  is,  thus, 
doubtful  that  uneducated  masses,  who 
are  the  major  component  of  the  Mus- 
lim population  in  Indonesia,  will  be 
able  to  question  the  authority  of  ulama, 


36I.  Zaman,  Sunni  Ulama,  The  Oxford 
Encyclopedia  of  the  Modern  Islamic  World 
Vol.  4,  New  York:  Oxford  University  Press, 
1995,  258. 

37Interview  with  the  author  in  Osaka, 
2  November  2002. 


and  make  their  own  decisions.  It  is 
paradoxical  therefore  that  the  idea  of 
creating  new  values  like  moderatism 
has  been  promoted  by  moderate  Mus- 
lims, yet  that  the  socio-cultural  condit- 
ion is  too  unwavering  to  accept  it.  In 
reality,  upholding  moderatism  or,  on 
the  other  hand,  radicalism  depends  on 
the  will  of  the  leaders.  Muslim  leaders 
need  to  grow  a  sense  of  maturity  and 
independent  attitude  among  ordinary 
Muslims  that  will  strengthen  the 
foundation  of  moderatism  in  order  to 
make  Islam  compatible  with  the  glo- 
bal world. 

GLOBAL  ERA,  DEMOCRACY  AND 
THE  POSITION  OF  ISLAM 

In  this  time  of  globalization,  demo- 
cracy seems  to  be  unanimously  en- 
dorsed by  the  members  of  the  interna- 
tional community.  It  is  crucial,  there- 
fore, for  Muslims  to  follow  moderate 
reckoning  in  relation  to  the  treatment 
of  non-Muslims  in  order  to  maintain  a 
democratic  tendency  which  should  be 
a  major  principle  of  the  global  world. 
In  1989  Francis  Fukuyama  expressed 
his  view  that  American  Liberalism  was 
the  final  and  the  best  stage  in  human 
history.38  During,  this  period,  the 
Soviet  Union  disappeared,  the  Gulf 


MF.  Fukuyama,  "The  End  of  History?", 
in  National  Interests,  Summer  1989.  He 
writes:  "What  we  may  be  witnessing  is  not 
just  the  end  of  the  Cold  War,  or  the  passing 
of  a  particular  period  of  postwar  history, 
but  the  end  of  history  as  such:  that  is,  the 
end  point  of  mankind's  ideological  evo- 
lution and  the  universalization  of  Western 
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War  and  Iraq  War  took  place,  and  the 
Asian  dictator  Soeharto  finally  aban- 
doned the  top  position  of  the  Republic 
of  Indonesia.  One  should  ask  here 
whether  Fukuyama  was  truly  right. 

In  today's  political  arena,  demo- 
cracy does  exist.  However,  the  reality 
of  democracy  varies  and  is  influenced 
by  administrative  systems,  cultural 
orientations,  and  social  conditions, 
which  vary  widely  in  each  part  of  the 
world.  Moreover,  democracy  itself 
can  be  interpreted  diversely.  While 
radical  cultural  relativists,  such  as 
S.  Huntington,  insist  that  the  idea  of 
democracy  sometimes  has  little  im- 
pact on  certain  civilizations,39  cultural 
universalists,  such  as  Fukuyama,  claim 
that  Western  liberal  democracy  is  a 
universal  concept  for  all.  Out  of  the 
clash  of  thpse  divergent  approaches 
and  opinions,  though,  three  crucial 
points  stand  out  and  cannot  be  ignored. 

First,  the  appreciation  of  humanity 
based  on  justice  and  freedom,  is  a  uni- 
versal concept  regardless  of  the  clas- 
sification of  civilization.  It  is  this  ideal 
which  leads  countries  to  systems, 
usually  called  "democracies",  which 
treat  individuals  fairly  and  justly. 


liberal  democracy  as  the  final  form  of  hu- 
man government."  Op.cit.,  4.  See  also  F. 
Fukuyama,  The  End  of  History  and  the  Last 
Man,  New  York:  The  Three  Press,  1992. 

39S.  Huntington,  "The  Clash  of  Civil- 
izations?", in  Foreign  Affairs,  Summer  1993 
and  see  also  S.  Huntington,  The  Clash  of 
Civilizations  and  the  Remaking  of  World 
Order,  New  York:  Simon  &  Schuster,  1996. 


Second,  there  do  exist  behavioural 
differences  between  cultures  (and 
more  broadly  between  civilizations) 
which,  if  disregarded,  create  antagon- 
ism and  misunderstanding.  It  is  es- 
sential to  both  examine  and  honor 
the  values  of  each  civilization.  Al- 
though Western-born  liberal  demo- 
cracy seems  to  be  a  system  that  as- 
sures the  rights  and  freedom  of  indiv- 
iduals, it  is  still  necessary  to  acknow- 
ledge that  there  exist  considerable 
problems  in  the  world  today  where 
Western  values  are  widespread.  The 
poverty  and  child  labor  seen  in  devel- 
oping countries  are  the  typical  exam- 
ples of  this.  This  means  that  the 
Western  concept  of  democracy,  as  re- 
presented by  so-called  liberal  demo- 
cracy, is  still  incomplete.  Genuine  de- 
mocratic conditions,  it  seems,  can  be 
brought  about  not  only  by  a  system 
that  assures  the  political  rights  of  in- 
dividuals, but  also  by  an  internalized 
human  psychology  which  values  "civ- 
ilized society"  with  respect  for  every 
individual  human  being.  In  all  pro- 
bability, Islam  has  a  crucial  role  to  play 
in  promoting  a  better  democracy, 
and  in  answering  this  last  crucial 
point.  Maarif,  as  a  moderate  Muslim, 
clearly  emphasizes  this  very  point, 
that  Islam  is  a  religion  that  values 
humanity  regardless  of  the  faith  of 
the  people. 

Third,  in  principle,  it  seems  that 
Islam  never  diminishes  the  dignity  of 
humanity.  However,  in  reality,  it  is 
always  possible  that  Islam,  as  any 
other  religion,  can  operate  as"  an  ideo- 
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logy  which  restricts  people's  freedom. 
Depending  on  the  attitudes  and  policies 
of  political  or  religious  authorities, 
Islam  can  be  used  to  devalue  humanity, 
for  example  through  the  suppression 
of  minority  groups,  or  a  militaristic 
approach  to  socio-political  problems. 
Islam  has  no  absolute  authority  over 
the  interpretation  of  its  teachings,  there- 
fore, democracy  working  under  Islam 
will  always  depend  on  how  Muslims 
interpret  and  practice  their  traditions. 

In  relation  to  the  last  point,  what 
can  be  reiterated  is  the  earlier-stated 
view  that  religion  in  general,  includ- 
ing Islam,  may  be  a  social  pheno- 
menon which  has  "dual  functions", 
bringing  cohesion  as  a  doctrinal  ideo- 
logy and  yet  opening  itself  up  for 
"power  brokers"  usage  as  a  socio-po- 
litical rationalization.  Moderatism  re- 
presents the  former  function,  while 
the  emergence  of  radicalism  is  the 
expression  of  the  latter.  Thus  Islam  can 
be  a  banner  for  social  and  political 
movements  (such  as  moderatism  and 
radicalism),  and  Islam  can  be  both 
compliant  with  and  contradictory  to 
democratic  principles. 

It  is  tempting  for  non-Muslims  to 
generalize  the  socio-political  attitudes 
of  Muslims,  and  draw  a  line  between 
them.  However,  in  this  time  of  global- 
ization, it  seems  essential  for  the  hu- 
man race  — both  Muslims  and  non- 
Muslims —  to  accept  each  socio-cultural 
orientation  that  occurs  in  various  places 
in  the  world  that  globalism  should 
bring  about  a  civilized  society. 
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With  regard  to  this  historical  de- 
velopment, moderate  Muslims  in  In- 
donesia have  already  clarified  their 
point  of  view  in  that  they  declined  the 
formation  of  a  religious  state  where 
sharia  would  be  implemented.  Rather, 
they  prefer  to  maintain  the  secular 
system  and  emphasize  Islamic  values 
as  the  way  to  promote  ethics  and 
morality  in  the  society,  with  the  pro- 
tection of  the  minority  in  mind.  There- 
fore, the  enhancing  and  prevailing 
moderatist  ideas  at  all  levels  of  society 
are  the  key  to  the  stability  of  Indonesia, 
and  in  the  long  run,  will  contribute  to 
the  creation  of  a  peaceful  global  com- 
munity where  all  humans  reside  with- 
out fear.  And,  more  importantly,  the 
acceptance  and  understanding  of  Mus- 
lims attitudes  in  Indonesia  by  the  rest 
of  the  international  community  will 
also  count  in  terms  of  the  above-men- 
tioned human  goal. 
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Reallocation  of  Japanese  Electrical 

Appliances  Manufacture 

in  China  and  ASEAN  Countries 

Masatni  Ishida 


IN  the  context  of  the  remark- 
able development  of  the  Chinese 
economy,  Japanese  companies, 
including  parts  and  device  makers  and 
related  service  agencies,  have  been 
undertaking  massive  investment  in 
China  during  the  past  few  years.  It 
has  frequently  been  reported  that 
Japanese  companies  with  well-estab- 
lished production  strongholds  in  ASEAN 
countries,  are  moving  their  manufac- 
turing operations  from  ASEAN  to 
China.  This  article  seeks  to  identify  the 
scenario  for  the  reallocation  of  Japanese 
electrical  appliance  manufacturers  that 
first  went  into  ASEAN  countries  and 
then  have  built  production  bases  in 
China.  The  scenario  is  based  on  inter- 
views with  residential  executives  in 
China  and  Indonesia  and  head  office 
executives  of  Japanese  companies  in- 
cluding Matsushita,  Sony,  Toshiba, 
Hitachi,  Sanyo,  Sharp  and  Epson. 


*Our  thanks  are  due  to  resident  execut- 
ives of  Japanese  electrical  companies  as 
well  as  executives  at  the  head  offices  who 
cooperated  with  us  in  our  interviews. 


INTRODUCTION 

In  the  first  half  of  2003  SARS  hit 
the  East  Asian  economies,  including 
China,  and  the  media  paid  as  much 
attention  to  the  issue  of  SARS  and  its 
negative  economic  effects  as  they  did 
to  the  problem  of  North  Korea.  But  a 
year  before,  it  should  be  recalled,  the 
media  focused  on  China's  eye-catching 
economic  development,  arguing  that 
China  had  emerged  as  a  new  eco- 
nomic menace.  This  provided  the  con- 
text for  media  reports  of  Japanese 
companies'  rapid  advance  into  China. 
Frequent  attention  was  given  in  par- 
ticular to  Japanese  companies'  relocat- 
ion of  production  bases  from  ASEAN 
countries  to  China.  Though  some 
types  of  reallocation  of  production 
bases  in  ASEAN  countries,  including 
shifts  of  the  kind  mentioned  above, 
were  interrupted  because  of  SARS, 
the  trend  is  expected  to  resume  as  the 
epidemic  is  overcome. 

Prompted  by  the  rapid  develop- 
ment of  the  Chinese  economy,  each 
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of  the  Japanese  electrical  companies 
has  come  up  with  a  strategy  for  real- 
locating its  production  bases  in  the 
ASEAN  region  and  China.  Because 
each  of  the  companies  follows  its  own 
strategy,  it  is  not  easy  to  generalize. 
Nevertheless,  this  paper  tries  to  ident- 
ify common  reallocation  patterns,  on 
the  basis  of  interviews  held  with  res- 
idential and  head-office  executives  of 
Japanese  companies  operating  in  China 
and  Indonesia  so  as  to  obtain  a  scenario 
for  their  business  reallocation  across 
ASEAN  and  China.  In  doing  so,  first 
it  will  describe  how  and  why  the 
Japanese  electrical  companies  have 
built  manufacturing  posts  in  ASEAN 
countries  and  China.  It  then  proceed 
to  examine  the  advantages,  for  Jap- 
anese firms  investing  in  China,  created 
by  the  remarkable  development  of  the 
Chinese  economy  over  the  past  few 
years,  and  it  will  also  identify  the 
difficulties  and  obstacles  that  Japanese 
companies  face  in  investing  in  China. 
The  paper  then  discusses  a  set  of  rules 
that  are  at  work  in  the  -reallocation  of 
Japanese  overseas  production  bases. 
This  is  followed  by  a  presentation  of 
a  scenario  for  reallocation  by  applying 
these  rules  to  the  actual  situation. 
Using  that  scenario,  a  comparative 
study  of  the  countries  in  ASEAN  is 
made  and  on  that  basis  this  papers 
also  attempts  to  identify  which  coun- 
try or  countries  in  the  region  are  most 
suited  for  Japanese  electrical  makers' 
production  bases  if  reallocation  of 
plant  siting  is  to  be  made.  Finally,  the 
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paper  is  concluded  with  a  view  of 
what  the  future  may  hold  for  Japanese 
companies'  business  reorganization 
and  plant  relocation. 

DEVELOPMENT  OF  JAPANESE 
ELECTRICAL  MANUFACTURERS' 
OPERATIONS  IN  ASEAN  COUN- 
TRIES AND  CHINA 

Direct  investment  by  Japanese  dom- 
estic electrical  appliance  makers  in 
ASEAN  countries  dates  back  to  the 
1960s  and  early  1970s.  Until  that 
period,  they  had  been  exporting 
domestic  electrical  products,  such  as 
refrigerators  and  washing  machines 
directly  from  Japan  to  ASEAN.  But 
following  increases  in  import  customs 
duties  by  four  ASEAN  countries  (ex- 
cluding Singapore)  as  part  of  their  im- 
port-substitution policies,  the  Japanese 
electrical  goods  makers  began  to  build 
production  posts  inside  these  countries 
to  cater  for  local  consumers.  The  first 
ASEAN  investment  boom  thus  got 
under  way.  In  the  subsequent  period, 
from  the  second  half  of  the  1970s 
through  the  first  half  of  the  1980s,  the 
electrical  goods  manufacturers  in- 
vested in  NIEs  and  ASEAN  countries 
so  as  to  establish  production  bases 
to  produce  goods  meant  for  export 
to  the  United  States  and  the  European 
countries.  This  was  because  Japan  was 
becoming  increasingly  involved  in 
trade  conflicts  with  these  countries 
and  wanted  to  continue  exports,  but 
by  way  of  these  Asian  neighbors.  Two 
years  after  the  Plaza  Accord  that  trig- 
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gered  rapid  yen  appreciation,  a  second 
overseas  investment  boom  occurred. 
In  this  phase,  Japanese  electrical  man- 
ufacturers rushed  to  relocate  their 
plants  from  Japan  to  ASEAN  coun- 
tries mostly  with  100%  foreign  capital 
equity.  This  boom  was  prompted  by 
policies  introduced  by  Thailand  and 
Malaysia  aimed  at  attracting  foreign 
investment  under  their  export-oriented 
industrialization  policies.  The  boom 
spread  to  Indonesia  around  1990  and 
then  to  Vietnam  around  1995.  During 
this  period,  Japanese  electrical  manu- 
facturers including  parts  and  device 
makers  continued  to  expand  their  in- 
vestment in  ASEAN  countries.  This 
investment  drive  lasted  until  the  1997 
Asian  financial  crisis  put  a  brake  on  it. 

Japanese  electrical  firms'  investment 
in  China  made  substantial  progress  in 
the  early  1980s,  a  couple  of  years  after 
China  shifted  to  its  reform  and  open- 
door  policy.  In  that  period,  Japanese 
companies  built  heavy  chemical  plants 
inside  China  and  set  up  production 
bases  in  order  to  manufacture  elec- 
trical appliances  for  export  as  well  as 
for  the  local  market.  From  the  early 
1980s  to  the  Tiananmen  Square  Incid- 
ent of  1989,  Japanese  electrical  com- 
panies invested  mainly  in  the  coastal 
region  centering  on  Shenzhen  and  in- 
cluding provinces  such  as  Guangdong 
and  Fujian.  This  wave  of  investment 
involved  mainly  the  construction  of 
plants  for  the  manufacture  of  goods 
for  export,  in  an  attempt  to  cushion 


the  negative  impact  of  yen  appreci- 
ation. This  was  followed  by  a  China 
investment  boom  that  started  in  1992 
in  the  wake  of  Deng  Xiaoping's  "South- 
ern tour"  in  January  and  the  adoption 
by  the  14th  National  Congress  of  the 
Chinese  Communist  Party  of  the  "so- 
cialist market  economy"  thesis  in  Oc- 
tober of  that  year.  In  this  investment 
boom,  Japanese  electrical  goods  in- 
vestment went  not  only  to  Shenzhen 
but  also  to  other  areas,  such  as  Dalian. 
At  first,  most  of  the  Japanese  firms  in- 
vesting in  China  were  producing 
goods  for  export  to  third  countries, 
taking  advantage  of  low  wages  in 
China.  But  this  pattern  began  to  change 
in  1995  as  Japanese  plants  in  China 
gradually  shifted  emphasis  to  pro- 
duction for  the  domestic  Chinese 
market.  Accordingly,  the  location  of 
Japanese  electrical  investment  shifted 
to  Shanghai  and  other  parts  of  East 
China.  Though  this  boom  temporarily 
subsided  following  the  1997  Asian 
financial  crisis,-  it  was  rekindled  in 
2000,  involving  this  time  the  migration 
to  China  of  parts  and  device  makers 
and  related  service  firms.  Guangdong 
province  was  the  location  preferred 
by  Japanese  firms  producing  for  ex- 
port, while  the  Chiangjiang  River  basin 
from  Shanghai  up  to  Suzhou,  Wuxi 
and  Anhui  province  was  favored  by 
Japanese  companies  manufacturing  for 
the  domestic  Chinese  market.  Among 
the  Japanese  electrical  firms  both  in 
ASEAN  and  in  China,  there  are  early 
starters  and  late  starters.  The  late 
starters  in  ASEAN  countries  are  mostly 
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100%  Japanese  owned  firms  specializ- 
ing in  the  manufacture  of  goods  for 
export.  Late  starters  in  China  con- 
centrated their  plants  in  East  China, 
mostly  in  Shanghai,  and  manufactured 
more  than  one  kind  of  product.  This 
stands  in  contrast  with  the  early 
starters  who  remain  loyal  to  the  prin- 
ciple that  one  company  should  pro- 
duce only  one  kind  of  commodity. 

ADVANTAGES  OF  CHINA  AS 
OFFSHORE  PRODUCTION  BASE 

According  to  the  World  Bank's 
2003  annual  report,  Japan's  gross  na- 
tional income  in  2001  was  US$4,574,200 
million  and  China's  was  US$1,131,000 
million.  As  these  figures  indicate,  Ja- 
pan's gross  national  income  is  still 
more  than  four  times  that  of  China. 
(Table  1)  But  the  figures  used  here  are 
nominal  figures  that  disregard  the 


price  differential  between  the  two 
countries.  If  the  purchasing  power 
parity  is  factored  in,  China's  gross  na- 
tional income  should  be  put  at  US$ 
5,415,000  million,  1.6  times  the  Japanese 
figure,  placing  China  second  only  to 
the  United  States  on  the  world  GNI 
list.  Seen  from  the  viewpoint  of  pro- 
duction, this  figure  explains  why  Chi- 
na is  rightly  called  "the  factory  of  the 
world."  Taking  into  account  also  its 
population  of  1.27  billion,  China  can 
legitimately  be  seen  as  the  world's 
largest  single  national  market.  An- 
other factor  that  matters  is  that  China's 
GDP  per  capita  is  still  small.  In  2001 
it  stood  at  US$890,  a  meager  one  for- 
tieth of  the  corresponding  Japanese 
figure  of  US$35,990.  Even  in  Shang- 
hai, a  city  that  boasts  the  highest  local 
income  level  in  China,  GDP  per  ca- 
pita is  US$3,706,  one  tenth  of  the 
comparable  Japanese  national  figure. 


Table  1 


MAJOR  ECONOMIC  INDOCATORS  IN  ASEAN  AND  CHINA 


Population 

GNI 

GNI  adjusted 

GNI  per 

with  PPP 

Capita 

(million) 

(billion  US$) 

(billion  US$) 

(US$) 

284.0 

9,900.7 

9,902 

34,870 

127.1 

4,574.2 

3,487 

35,990 

1,271.9 

1,131.0 

5,415 

890 

4.1 

99.4 

100 

14.740 

23.8 

86.5 

198 

3,640 

61.2 

120.9 

401 

1,970 

77.0 

80.8 

336 

1,050 

213.6 

144.7 

628 

680 

79.5 

32.6 

169 

410 

459.2 

564.9 

1,832 

1,230 

The  United  States 

Japan 

China 

Singapore 

Malaysia 

Thailand 

The  Philippines 

Indonesia 

Vietnam 

ASEAN-6 


Source:  World  Bank,  World  Development  Report  2003. 
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All  this  shows  that  wage  levels  in 
China  are  still  considerably  low. 

It  could  be  argued,  however,  that 
given  the  low  wage  levels,  substantial 
consumption  cannot  be  expected  in 
China  despite  the  very  large  size  of 
the  Chinese  population.  It  may  well 
be  true  that  the  purchasing  power  of 
working  class  families  is  not  suffici- 
ent to  enable  them  to  buy  a  whole  set 
of  electrical  appliances  ranging  from 
air  conditioning  units  to  large  TV  sets. 
But  it  should  be  remembered  that  out 
of  the  1.2  billion  population,  400  mil- 
lion belong  to  high-income  brackets. 
These  people,  who  live  mostly  in  the 
coastal  region,  possess  substantial 
purchasing  power.  Moreover  the  rich- 
est 100  million  Chinese,  whose  in- 
come is  higher  than  the  average 
Japanese  income,  constitute  about  as 
large  a  market  for  electrical  goods  as 
the  entire  Japanese  market  for  these 
products.  It  is  said,  furthermore,  that 
young  urban  workers  are  now  buying 
cellular  phones  and  digital  cameras 
using  whatever  money  they  can  save 
from  their  limited  salaries.  If  we  take 
all  of  this  into  account,  China  can  be 
seen  as  a  special  market  where  the  ad- 
vantages of  market  size  and  of  low 
wages  can  simultaneously  work  fav- 
orably for  Japanese  business,  provided 
that  the  two  parallel  factors  are  com- 
bined in  an  appropriate  mix.  Under 
these  circumstances  it  is  only  natural 
that  a  number  of  Japanese  electrical 
firms  should  rush  to  begin  production 
in  China. 


On  the  other  hand,  push  factors 
are  also  at  work.  A  fair  number  of 
Japanese  electrical  firms  are  being 
compelled  to  move  their  production 
facilities  into  China  as  the  Japanese 
market  becomes  flooded  by  low- 
priced  Chinese  products.  In  addition, 
several  electrical  parts  and  device 
makers  are  moving  their  operations 
into  China  because  their  client  com- 
panies have  done  so.  Even  Japanese 
companies  that  are  making  quality 
goods  that  China  cannot  produce, 
feel  obliged  to  move  production  to 
China  in  case  their  rivals  do  so  to 
take  advantage  of  low  wages.  Fol- 
lowing this  logic,  a  number  of  Japanese 
and  Taiwanese  parts  and  device 
makers  have  moved  into  China,  caus- 
ing a  concentration  of  the  parts  and 
device  making  industry.  Because  of 
this,  the  electrical  parts  industry  has 
taken  firm  roots  in  Chinese  soil. 

Let  us  now  proceed  to  a  compar- 
ison of  China  and  the  ASEAN  coun- 
tries, such  as  Malaysia,  Indonesia,  and 
Thailand,  where  many  Japanese  elec- 
trical firms  have  set  up  assembly 
plants  since  the  mid-1980s.  The  six 
ASEAN  countries  shown  in  Table  1 
[JSlJhave  an  aggregate  population 
of  459,200,000,  or  less  than  half  the 
Chinese  population.  But  this  populat- 
ion size  is  generally  considered  large 
enough  as  a  market.  In  2000,  the  six 
countries'  total  gross  national  income 
on  a  purchasing  power  parity  basis 
is  amounted  to  US$1,832  billion,  ap- 
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proximately  one  third  of  the  corres- 
ponding Chinese  figure.  As  regards 
wage  levels,  in  Malaysia  and  Thailand, 
gross  national  income  per  capita  was 
US$3,640  and  US$1,970  respectively, 
both  exceeding  the  Chinese  level.  The 
wage  levels  of  the  two  countries  are 
relatively  high. 

On  the  other  hand,  the  wage  levels 
of  Indonesia  and  Vietnam  are  believed 
to  be  lower  than  in  China  (except  for 
inland  regions  of  China)  as  their  GDI 
figures  per  capita  are  US$680  and 
US$410  respectively.  But  the  low  wage 
levels  of  the  two  countries  do  not  offer 
them  much  advantage.  It  should  be 
borne  in  mind  that  the  share  of  labor 
costs  in  the  total  manufacturing  cost 
of  finished  products,  such  as  TV  sets 
and  washing  machines  is  said  to  be  a 
meager  5%  in  the  three  countries  in- 
cluding China  while  the  cost  of  ma- 
terials, parts  and  devices  represents 
80%.  Since  Vietnam  and  Indonesia 
have  to  depend  overwhelmingly  on 
imports  for  the  supply  of  parts  and 
devices,  their  lower  wages  do  not  give 
them  competitive  advantage  over 
China.  There  is  moreover  another 
factor.  A  Japanese  electrical  industry 
executive  who  had  served  as  a  res- 
ident officer  both  in  the  ASEAN  coun- 
tries and  in  China  told  us  that  in  re- 
spect of  diligence  and  work  speed,  the 
quality  of  the  Chinese  work  force  was 
superior  to  those  of  Thailand,  Malaysia, 
and  Indonesia.  In  China,  supervisors 
constantly  watch  workers'  behavior  and 


reprimand  them  should  they  misbe- 
have. Supervisors  in  the  three  ASEAN 
countries  hesitate  do  so.  Chinese  firms 
in  Shenzhen  and  elsewhere,  in  disre- 
gard of  official  labor  standards,  would 
often  hire  workers  from  inland  areas 
on  a  three-year  contract  basis,  deny 
them  any  wage  increase  during  the 
three  year  period,  and  require  them  to 
work  more  or  less  than  five  days  a 
week  in  response  to  fluctuating  demand. 

All  Japanese  electrical  firms  operat- 
ing in  China  and  ASEAN  countries 
agree  that  China  at  present  is  more 
advantageous  as  a  production  base 
than  ASEAN.  Nonetheless,  most  of 
them  think  that,  from  the  point  of 
view  of  risk  dispersion,  it  would  be 
unwise  to  move  all  their  plants  from 
ASEAN  to  China  simply  because  of 
China's  relative  advantage. 

DIFFICULTIES  FACED  BY  JAPA- 
NESE FIRMS  INVESTING  IN 
CHINA 

Despite  China's  attraction  as  a 
country  with  a  vast  market  and  low 
wages,  not  all  Japanese  electrical  firms 
that  have  invested  in  China  are  op- 
erating profitably.  According  to  Japan- 
ese company  executives,  a  significant 
number  of  Japanese  firms  that  have  in- 
vested there  to  produce  for  the  local 
market  have  suffered  from  sharp 
competition  and  have  had  to  divert 
products  originally  intended  for  the 
local  market  to  the  export  market. 
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Chinese  electrical  goods  manufac- 
turers have  inherited  the  tradition  of 
the  state-owned  enterprise  system, 
and  make  it  a  rule  to  set  annual  tar- 
gets of  production.  If  the  annual  target 
demands  it,  they  will  produce,  say, 
one  million  air  conditioning  units,  no 
matter  whether  demand  rises  or  falls. 
Should  several  major  state-owned 
companies  follow  this  practice,  their 
production  alone  will  easily  saturate 
the  market.  In  order  to  dispose  the 
excessive  inventories,  the  companies 
concerned  will  then  engage  in  dump- 
ing. To  compete  with  them,  other 
makers  have  to  follow  suit.  If  Japanese 
manufacturers  want  to  participate  in 
markets  for  low-priced  goods,  they, 
like  their  Chinese  counterparts,  have 
to  do  their  business  through  local 
wholesale  and  retail  companies.  It  is 
however  difficult  to  recoup  the  prices 
of  goods  from  these  local  firms  once 
the  goods  have  been  delivered  to  them 
on  a  credit  basis.  Japanese  company 
executives  said  that  they  have  there- 
fore made  it  a  rule  not  to  do  business 
with  local  firms  on  a  credit  basis. 
Under  these  circumstances,  many  Ja- 
panese firms  have  to  either  focus  on 
high-grade  goods  (such  as  29-inch 
TV  sets)  — products  whose  prices  are 
stable —  meant  for  high-income  fam- 
ilies, or  specialize  in  technologically  re- 
fined parts  and  devices  which  Chinese 
makers  cannot  yet  produce.  But  sooner 
or  later  Chinese  firms  will  competently 
step  into  these  areas.  Japanese  com- 
panies therefore  need  to  organize  new 
business  plans  for  several  years  ahead. 


There  are  various  risks  involved 
in  investment  in  China.  First,  Japanese 
firms  operating  in  China  are  permit- 
ted to  repatriate  only  dividends, 
royalties,  technological  fees,  and  tech- 
nological development  fees.  They  are 
not  permitted  to  transmit  other  cate- 
gories of  foreign  exchange  outside  of 
China.  Besides,  the  yuan  exchange  rate 
is  obviously  kept  too  low  to  be  just- 
ified by  China's  balance  of  payments 
position.  But  were  the  yuan  to  appre- 
ciate, the  export  competitiveness  of 
goods  produced  in  China  would  be 
undermined.  This  is  the  second  risk. 
Third,  there  is  a  high  risk  of  Japanese 
intellectual  property  rights  being  viol- 
ated, copying  of  Japanese  models  be- 
ing frequently  reported.  In  some  cases, 
Chinese  joint  venture  partners  are 
producing  copies  of  Japanese  pro- 
ducts. Fourth,  the  local  media  fre- 
quently exaggerate  minor  Japanese  mis- 
takes in  the  handling  of  problems 
with  China,  including  difficulties  such 
as  the  Toshiba  note-type  personal  com- 
puter case  and  the  Mitsubishi  Pajero 
case.  Moreover,  these  incidents  have 
sometimes  been  brought  into  the  con- 
text of  national  political  problems  be- 
tween the  two  countries,  whether  it 
be  the  Japanese  Prime  Minister's  visit 
to  the  Yasukuni  Shrine  or  memories 
of  the  anti-Japanese  war.  Once  matters 
such  as  these  are  introduced,  the 
image  of  Japanese  companies  is 
smeared,  their  operations  are  molested, 
and  sales  can  fall  drastically.  Fifth, 
there  is  the  uncertainty  of  whether 
or  not  the  expanding  Chinese  eco- 
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nomy  can  continue  to  obtain  neces- 
sary amounts  of  water  and  energy  in 
the  future.  The  sixth  risk  pertains  to 
Chinese  workers.  They  are  excellent 
as  regards  skills  and  efficiency  at  work, 
but  they  are  individualists  who  are 
not  always  suited  for  teamwork.  Often 
they  try  to  improve  manufacturing 
processes  on  separate  production  lines, 
and  this  causes  the  end  product  to 
fail  to  fulfill  uniform  standards.  Once 
such  a  deviation  occurs,  it  takes  a 
long  time  to  identify  the  source  of  the 
trouble. 

While  there  are  many  such  com- 
plaints about  business  in  China,  Ja- 
panese electrical  goods  production 
in  ASEAN  countries  is  reasonably 
profitable.  But  Japanese  electrical  firms 
are  in  no  position  to  withdraw  from 
investment  in  China.  They  know  that 
if  they  are  defeated  in  competition  in 
the  world's  fastest  growing  economy, 
they  will  be  automatically  defeated  on 
the  global  market,  too.  These  circum- 
stances compel  Japanese  electrical 
manufacturers  to  go  along  with  the 
tide  of  China  investment. 

PRODUCTION  BASES  FOR  LOCAL 
MARKET  OR  FOR  EXPORT?  THE 
KEY  DETERMINING  FACTORS 

How  can  Japanese  electrical  firms 
maintain  their  production  bases  in 
ASEAN  countries,  nurtured  over 
years,  while  simultaneously  conduct- 
ing successful  business  inside  China? 


There  are  certain  rules  that  can  satisfy 
both  of  these  requirements.  In  this 
discussion  it  is  necessary  to  distinguish 
between  plants  set  up  in  the  1970s  to 
produce  for  local  markets  and  those 
established  in  and  after  the  second 
half  of  the  1980s  to  produce  for  ex- 
port markets. 

One  can  discover  which  of  the  two 
categories  a  specific  plant  falls  into  by 
determining  whether  its  product  is 
based  on  local  specifications  or  on 
global  specifications.  Plants  whose 
products  are  tailored  to  local  specific- 
ations are  intended  to  produce  for 
local  markets.  Washing  machines,  for 
instance,  are  produced  on  the  basis  of 
local  market-specific  specifications- 
front  loading  models  for  Europe  and 
whirlpool  models  for  Japan.  The  latter 
models  are  also  subdivided  on  a 
country  basis  —  the  twin  tub  type  in- 
stead of  the  fully  automatic  type  for 
Indonesia  and  single  tub  type  for  the 
Philippines.  The  same  can  be  said  of 
air-conditioning  equipment.  A  variety 
of  types  are  produced  for  different 
markets  and  for  different  uses-the 
window  type  for  the  United  States  and 
South  America,  a  separate  type  for  use 
in  the  living  room,  cooling  only-types, 
cooling  and  heating  types,  types  with 
CFC-based  compressors  or  non-CFC 
compressors.  The  TV  set  systems  in 
use  also  differ  from  country  to  coun- 
try —  NTSC,  PAL,  and  SECAM.  Racks 
on  the  back  side  of  refrigerator  doors 
also  have  to  be  designed  in  accord- 
ance with  the  culture  of  the  country 
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in  which  the  user  lives.  Specifications 
must  be  localized  in  other  ways,  too. 
In  Indonesia,  household  electric  power 
is  limited  to  450  watts,  therefore  irons 
sold  there  are  rated  not  at  1,000  watts 
but  at  300  watts. 

Even  if  the  product  is  based  on 
global  specifications,  it  is  considered 
most  convenient,  if  the  product  is 
bulky,  to  transport  not  the  finished 
version  but  its  parts  and  components 
to  the  place  of  consumption  and  as- 
semble them  there.  This  helps  reduce 
otherwise  prohibitively  high  trans- 
port costs.  Generally  speaking,  how- 
ever, bulky  electrical  goods,  such  as 
TV  sets,  air  conditioning  units,  wash- 
ing machines,  and  refrigerators  are 
made  to  local  specifications.  By  con- 
trast, the  production  of  non-bulky 
products  built  to  global  specifications, 
such  as  cellular  phones,  walkman  sets, 
and  desktop  calculators,  is  more  ef- 
ficient if  centralized.  The  smaller  the 
number  of  production  points,  the  better. 

Centralized  production  is  recom- 
mendable  for  products  that  can  enjoy 
economies  of  scale.  But  for  goods 
where  economies  of  scale  are  lost  be- 
yond a  certain  limit  of  mass  product- 
ion, risks  can  be  lessened  by  operating 
plants  in  a  few  dispersed  places.  The 
rule  of  siting  plants  in  the  consumption 
area  does  not  necessarily  apply  if  the 
goods  concerned  are  for  consumption 
in  the  United  States,  Europe,  or  other 
industrialized  countries,  even  if  the 
goods  are  bulky  or  made  to  local  spe- 


cifications. This  is  because  wages  for 
assembling  are  unjustifiably  high  in 
advanced  countries.  The  said  rule  of 
recommendability  of  consumer  area- 
siting  applies  only  to  developing  coun- 
tries. Also,  if  local  demand  is  not 
large  enough,  this  rule  does  not  apply. 
Major  long-term  transport  cost  fluctu- 
ations may  also  invalidate  this  rule. 

With  reference  to  the  siting  of  ex- 
port-oriented plants,  the  value  of  an 
overseas  export  base  is  measured  by 
how  low  the  product  cost  can  be.  To 
meet  this  requirement,  the  host  coun- 
try must  offer  competent  parts  and 
device  industries  as  well  as  low  wages. 
In  cases  where  the  products  are  meant 
for  export  back  to  Japan,  high  product 
quality  is  a  must.  This  depends  in 
turn  on  local  availability  of  sufficiently 
high  quality  parts  and  devices  and  of 
capable  engineers.  If  the  goods  are  IT- 
based  products,  there  is  another  re- 
quirement —  the  brevity  of  the  "lead 
time"  from  order  placement  to  de- 
livery. The  key  to  a  brief  lead-time  is 
simplification  of  export-import  pro- 
cedures at  the  port  or  airport,  as  well 
as  short  transportation  time  from  the 
factory  gate  to  the  port.  Generally 
speaking,  IT-based  goods  have  a 
short  life.  The  prices  of  personal  com- 
puters fall  by  17%  every  month.  This 
means  that  one-day's  delay  in  delivery 
can  well  bring  a  sizeable  loss  to  the 
company.  If  such  losses  are  seen  to  be 
unavoidable,  the  company  must  shift 
its  production  base  to  another  country. 
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THE  RULES  APPLIED  TO  ASEAN 
COUNTRIES  AND  CHINA 

To  apply  the  above-mentioned  rules 
to  China  and  the  ASEAN  countries 
means  drawing  up  a  feasible  scenario 
for  production  base  reallocation  for 
Japanese  companies  operating  there. 

It  is  judged  reasonable,  from  the 
rules  identified,  that  the  production 
bases  catering  for  local  markets,  built 
in  the  first  half  of  the  1970s  in  the 
ASEAN  countries  to  produce  TV  sets, 
refrigerators,  and  washing  machines, 
should  be  maintained  since  the  pro- 
ducts are  based  on  local  specifications 
and  are  also  bulky.  TV  sets  sold  in 
Japan  and  China  are  now  overwhelm- 
ingly of  the  flat-screen  variety  but  in 
Thailand,  the  Philippines,  and  Indo- 
nesia 14-inch  TV  sets  with  cathode-ray 
tube  display  are  still  being  produced, 
sold,  and  even  exported  to  other  de- 
veloping countries.  An  executive  in 
charge  of  TV  sets  working  for  the 
head  office  of  an  electrical  company 
said  that  his  company  would  con- 
tinue to  produce  cathode-ray  tube  TV 
sets  for  ten  more  years,  adding,  though, 
that  overseas  plants  making  them 
would  not  be  expanded,  and  might 
be  reduced  in  size.  In  Indonesia,  flat- 
display  models  are  now  becoming  the 
mainstay  of  TV  sets  sold  there.  Some 
Japanese  firms  operating  in  the  coun- 
try are  beginning  to  produce  projection 
TV  sets,  some  of  them  for  export.  As 
for  washing  machines,  it  is  said  that 
Indonesians  use  the  twin-tub  type  and 
Filipinos  single-tub  type  machines, 


but  in  December  2002  a  Japanese  com- 
pany started  to  produce  fully  auto- 
matic machines  in  Indonesia.  These 
developments  indicate  that  local  spe- 
cifications-based products  are  fairly 
rapidly  shifting  to  global  specificat- 
ions-based models.  The  use  of  common 
parts  and  devices  will  also  spread  ac- 
cordingly. 

While  it  is  reasonable  that  Japanese 
companies'  plant  operation  for  goods 
for  local  consumption  should  be  con- 
tinued in  ASEAN  countries,  it  is  by  no 
means  appropriate  that  more  than  one 
factory  producing  the  same  kind  of 
commodity  should  exist  in  the  ASEAN 
region.  Of  the  Japanese  companies 
operating  in  Southeast  Asia,  there  are 
some  that  are  producing  refrigerators 
and  washing  machines  at  plants  sited 
in  different  parts  of  the  region.  An 
executive  in  charge  working  at  the 
head  office  of  one  such  company  be- 
lieved that  change  of  the  production 
system  was  a  matter  of  urgent  neces- 
sity in  order  to  exploit  the  benefits  of 
economies  of  scale.  The  process  of  pro- 
duction system  reorganization,  by  es- 
tablishing optimum  division  of  labor 
and  carrying  out  plant  consolidation, 
will  certainly  be  accelerated  in  the 
ASEAN  region  particularly  as  cus- 
toms duties  have  been  lowered  under 
the  AFTA.  It  should  however  be  re- 
membered that  a  considerable  number 
of  the  Japanese  companies  producing 
for  local  markets  set  up  in  the  1970s 
are  joint  ventures  with  local  partners. 
This  was  because  100%  foreign  owner- 
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ship  was  not  permitted  in  that  decade. 
For  these  firms,  the  reorganization 
process  will  not  progress  smoothly 
since  plant  consolidation  or  relocation 
requires  the  partners'  consent.  In  con- 
trast, 100%-Japan  owned  companies 
can  decide  and  act  quickly  on  closure 
or  consolidation  of  existing  plants. 

With  regard  to  the  Japanese  com- 
panies in  China  and  ASEAN  countries 
that  produce  for  export  markets,  the 
above-mentioned  rules  suggest  that 
they  should  site  their  plants  where 
they  can  produce  products  above  a 
certain  quality  level  at  the  lowest 
possible  cost.  But  in  the  first  half  of 
2003  some  Japanese  firms  affected  by 
SARS  suspect  employees  took  emer- 
gency measures  of  moving  part  of 
their  operations  from  China  to  the 
Philippines.  True,  the  production  cost 
is  lowest  in  China,  but  as  these  SARS- 
related  cases  indicate,  concentration 
of  all  operations  in  one  plant  in  China 
can  be  highly  risky.  In  fact,  a  sign- 
ificant number  of  Japanese  firms  are 
producing  the  same  products  at  their 
China  and  ASEAN  plants.  Many  of 
them  are  producing  goods  for  ex- 
port to  the  US  and  Japan  market  in 
China  and  are  manufacturing  products 
destined  for  Europe  and  the  Middle 
East  in  ASEAN  countries. 

Few  Japanese  executives  attached 
value  to  the  ASEAN  Free  Trade  Agree- 
ment (AFTA)  as  an  arrangement 
having  favorable  effects  on  their  ex- 
port operations  from  the  ASEAN  re- 
gion. This  is  because  most  of  the  Ja- 


panese companies  producing  there 
for  export  are  operating  in  export- 
processing  zones  where  necessary 
materials  and  parts  are  already  im- 
port tax-free.  Therefore,  AFTA  has  given 
them  little  additional  advantage.  Nor 
have  free  trade  agreements  concluded 
between  Japan  and  individual  ASEAN 
countries  had  particularly  favorable 
effects  on  exports  from  ASEAN  to  Ja- 
pan, since  Japanese  customs  duties  are 
already  low  enough.  As  for  the  FTA 
between  China  and  ASEAN  countries, 
it  is  thought  there  would  be  positive 
and  negative  sides  to  it.  The  positive 
side  is  that  their  factories  in  China 
and  ASEAN  countries  will  be  able  to 
mutually  share  the  same  stock  of  parts 
and  devices.  The  negative  side  is  that 
since  it  has  a  better  entrenched  parts 
and  device  industry  than  ASEAN,  Chi- 
na is  likely  to  acquire  stronger  cost  com- 
petitiveness once  the  China-ASEAN 
FTA  is  implemented.  This  may  make 
it  difficult  for  Japanese  firms  operating 
in  ASEAN  to  continue  and  might  also 
make  it  meaningless  to  optimally  al- 
locate different  functions  to  their  plants 
in  ASEAN  and  China.  For  these  reasons, 
the  China-ASEAN  FTA  is  not  desirable 
to  Japanese  firms  and  risk  dispersion 
will  become  more  difficult  for  them. 
It  would  be  more  advantageous  if 
ASEAN  countries  contracted  FTAs 
with  countries  outside  of  the  region 
such  as  Australia  and  the  EU,  because 
import  duties  would  be  reduced  in 
those  countries  and  this  could  result 
in  export  promotion  for  Japanese  com- 
panies in  the  ASEAN  region. 
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In  China  and  ASEAN,  Japanese 
firms  engaged  in  production  for  the 
local  markets  are  undergoing  a  new 
division  and  consolidation,  and  re- 
organization is  under  way  among 
their  plants.  Moreover,  with  regard  to 
Japanese  companies  producing  for 
export  markets,  some  polarization  of 
production  is  occurring  with  respect 
to  their  operations  in  both  regions.  In 
addition  to  these  developments,  an- 
other noteworthy  tendency  is  observ- 
able. This  is  the  trend  of  an  increasing 
supply  of  high  quality  parts  and  de- 
vices, produced  in  China,  to  Japanese 
plants  in  ASEAN.  As  the  Chinese 
parts  and  device  industry  develops 
and  expands,  some  Japanese  electrical 
companies  have  assigned  procurement 
experts  who  can  distinguish  the  quality 
of  parts  and  devices  and  allocate  them 
to  their  procurement  center  in  China 
to  ensure  that  parts  and  devices  with 
high  quality  and  lower  prices  are 
sent  out.  These  parts  and  devices  are 
supplied  to  the  Japanese  factories  in 
ASEAN  countries  and  are  also  sold  on 
the  local  market.  Many  Japanese 
electrical  companies  have  their  re- 
spective parts  procurement  centers 
in  ASEAN  but  now  they  are  moving 
these  centers  to  China  and  enlarging 
them.  Reorganization  of  parts  procure- 
ment systems  is  now  under  way. 

It  is  likely  under  these  circum- 
stances that  the  reorganization  of  the 
part  procurement  systems  will  proceed 
more  rapidly  than  the  said  process  of 
reorganization  of  division  of  labor  and 


plant  consolidation.  Parts  and  devices 
from  China  are  definitely  cheaper  than 
those  from  Japan.  The  increasing  use 
of  parts  and  devices  from  China  cer- 
tainly will  lower  production  costs 
significantly  as  parts  and  devices  ac- 
count for  80%  of  the  total  product 
cost.  On  the  other  hand,  Japanese  parts 
and  device  makers  operating  in  China 
and  ASEAN  countries  are  very  likely 
to  face  sharp  competition  from  Chinese 
parts  and  device  makers. 

COMPARISON  OF  ASEAN  COUN- 
TRIES 

So  far  the  ASEAN  countries  have 
been  treated  as  a  single  unit.  But  in 
actual  practice,  the  question  arises  as 
to  which  ASEAN  countries  are  best 
for  Japanese  manufacturers  to  con- 
centrate on,  with  respect  to  factory 
location.  This  question  applies  equally 
to  companies  serving  local  consumers 
and  to  firms  producing  for  export.  To 
respond  to  the  question,  it  is  neces- 
sary to  compare  the  advantages  and 
disadvantages  of  individual  ASEAN 
countries. 

Considering  the  Philippines,  Indo- 
nesia, and  Vietnam,  countries  with 
relatively  small  GNI  per  capita  as 
shown  in  Table  1,  it  is  true  that  the 
Philippines  has  some  concentration 
of  capability  to  make  hard  disk  drives 
and  other  electronic  parts,  but  the 
others  have  an  even  smaller  parts 
making  capacity.  This  is  despite  the 
fact  that  Indonesia,  capitalizing  on 
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low  wages,  is  manufacturing  con- 
ventional video  decks  whose  product- 
ion no  longer  pays  in  Malaysia  and 
Thailand.  All  three  countries,  however, 
share  the  characteristic  of  being  highly 
dependent  on  imports  for  important 
parts  and  devices,  as  they  lack  com- 
petent parts  and  device  industries 
of  their  own.  Besides,  roads,  electric 
power  supply  and  other  infrastruc- 
tural  elements  are  poor  in  all  three 
countries.  The  Philippines  and  Indo- 
nesia suffer  from  a  shortfall  of  electric 
power  supply.  In  all  three  countries, 
official  corruption  is  rampant.  Ja- 
panese firms  operating  there  often 
fail  to  secure  receipts  for  prices  paid 
and  suffer  from  slow  movement  of 
cargoes  due  to  the  red  tape  imposed 
by  customs  officers.  These  countries 
are  also  notorious  for  leniency  toward 
smuggling.  Many  Japanese  enterprises 
hesitate  to  invest  in  Vietnam  because 
of  the  bureaucratic  inefficiency  of  the 
Communist  government. 

The  Philippines  and  Indonesia  suf- 
fer from  political  instability  that  is 
blamed  on  Islamic  fundamentalists, 
but  Vietnam  has  no  such  problem.  The 
Philippines  has  relative  advantages 
in  that  the  educational  level  of  workers 
is  relatively  high  and  they  can  com- 
municate in  English.  On  the  other 
hand,  wage  levels  in  the  Philippines 
are  relatively  high,  reflecting  the  high 
cost  of  living.  In  Metro  Manila,  the 
minimum  wage  is  40%  higher  than 
in  Bangkok.  For  these  reasons,  few 
Japanese  company  executives  there 


gave  positive  views  about  the  Philip- 
pines as  a  host  country.  Considering 
the  advantage  of  low  wages,  they  felt 
that  the  wage  levels  of  Indonesia  and 
Vietnam  were  sufficiently  low  to  allow 
them  to  compete  with  China.  Japanese 
executives  appreciate  Vietnamese 
workers  who  have  nimble  fingers  and 
are  more  diligent  than  their  counter- 
parts in  other  ASEAN  countries.  They 
also  said  that  Indonesians,  particul- 
arly women,  are  good  at  doing  mono- 
tonous work  and  putting  out  pro- 
ducts exactly  as  prescribed  though 
they  are  not  agile  and  not  eager  to 
improve  production  processes.  In  In- 
donesia where  the  political  systems 
have  been  democratized  after  the  fall 
of  the  Soeharto  regime,  labor  prob- 
lems became  aggravated  under  ex- 
tremely labor-favoring  laws.  This  is 
undermining  the  investment  envir- 
onment. As  to  how  Indonesia  should 
be  evaluated  as  a  host  country  for 
Japanese  investment,  the  opinions  of 
the  executives  interviewed  were  di- 
vided. Some  valued  Indonesia  with  its 
200  million  population  as  a  huge  pot- 
ential market  while  others  said  that 
Indonesia  has  been  alleged  to  be  a  big 
potential  market  for  the  past  25  years, 
but  the  dream  has  never  come  true. 

Referring  to  Singapore,  Thailand, 
and  Malaysia  with  their  relatively  high 
wage  levels,  these  countries  share 
several  favorable  characteristics  for 
Japanese  firms  operating  there  —  a  fairly 
well  developed  infrastructure,  political 
stability  (more  or  less),  and  a  good 
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working  and  living  environment  for 
Japanese  resident  executives.  Official 
corruption  is  reported  sporadically  in 
Thailand,  but  it  is  far  less  frequent  than 
in  the  Philippines,  Indonesia,  and  Viet- 
nam. As  for  Singapore,  however,  some 
Japanese  executives  considered  it  not 
appropriate  as  a  permanent  offshore 
manufacturing  base,  pointing  out  that 
in  addition  to  demanding  far  higher 
wages  than  in  Thailand  and  Malay- 
sia, Singaporean  young  people  prefer 
to  work  in  banks  or  become  lawyers, 
and  have  lost  interest  in  manufac- 
turing. Many  executives  appreciated 
Malaysia  on  a  number  of  counts.  It 
has  a  well  developed  AV-related  parts 
and  device  industry,  some  plants  for 
the  front-end  process  of  semicon- 
ductor assembly,  and  has  workers 
who  can  communicate  in  English. 
Thailand  was  highly  appreciated.  Its 
wage  level  is  not  as  high  as  Malaysia's 
and  its  parts  industry,  especially  the 
die-cast  industry  catering  for  the  as- 
sembly of  refrigerators,  washing  mach- 
ines, and  automobiles  is  well  devel- 
oped. Thailand  enjoys  political  stability 
and  has  a  population  double  or  treble 
the  Malaysian  population,  and  there- 
fore offers  a  large  domestic  market. 
Many  considered  Thailand  to  be  a 
very  desirable  country  to  operate 
offshore  manufacturing  plants. 

As  far  as  relatively  technology-in- 
tensive products  are  concerned,  Ja- 
panese electrical  firms  are  likely  to 
follow  the  policy  of  concentrating 
washing  machine  and  refrigerator  plants 


in  Thailand,  and  AV-related  plants  in 
Malaysia,  both  ASEAN  countries. 
Barring  possible  changes  in  the  invest- 
ment environment,  Japanese  firms  are 
likely  to  go  to  Indonesia  for  low-wage 
plant  operation,  but  they  may  switch 
their  plants  from  Indonesia  to  Vietnam 
if  the  problems  of  bureaucracy  are 
drastically  alleviated  in  the  latter  coun- 
try. 

PROSPECTS  FOR  THE  FUTURE 

It  will  be  recalled  that  for  many 
years  Japanese  firms  used  to  be  among 
the  top  ten  domestic  electrical  ap- 
pliance makers  on  the  world  market 
sales  list  including  the  ASEAN  region. 
In  those  years,  they  each  held  about 
10%  of  market  share  and  were  able 
to  coexist  side  by  side  enjoying  co- 
prosperity.  But  this  situation  changed 
in  the  second  half  of  the  1990s  when 
South  Korean  companies  joined  the 
competition.  Since  then,  14  electrical 
companies  have  been  competing  very 
sharply  on  the  global  market.  When 
video  machines  began  to  be  surpassed 
by  DVD  decks,  most  of  them  with- 
drew from  the  competition,  and  for  in- 
stance, in  Indonesia,  only  one  Japanese 
and  two  Korean  companies  have  sur- 
vived, other  manufacturers  having  had 
to  shift  to  production  on  an  OEM 
basis.  Now,  the  Chinese  are  entering 
into  this  competition  on  the  world 
market,  and  rivalry  will  certainly  build 
up  on  the  ASEAN  market  too.  In  fact, 
small  sized  refrigerators  produced  by 
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the  Chinese  company  Haier  are  said  to 
have  captured  a  30-40%  share  of  the 
US  market.  Another  Chinese  company 
TCL  has  started  a  factory  in  Vietnam 
to  produce  TV  sets. 

In  Indonesia,  large  electrical  goods 
stores  now  sell  famous  brands  of  Ja- 
panese, Korean,  and  Chinese  appli- 
ances, the  price  falling  in  the  same 
order,  with  Japanese  goods  the  most 
expensive  and  Chinese  ones  the  cheap- 
est. But  low  prices  do  not  guarantee 
Chinese  products  explosive  sales.  Ja- 
panese brand  products,  too,  are  sold 
on  a  steady  basis.  This  shows  that 
Indonesian  consumers  take  a  conserv- 
ative attitude  toward  the  upstart 
Chinese  brands.  In  Thailand  and  Ma- 
laysia, consumers  are  said  to  show 
stronger  confidence  in  famous  Ja- 
panese brands  than  in  Indonesia.  It 
will  take  some  more  time  before  Korean 
and  Chinese  brands  overwhelm  Ja- 
panese brands  and  so  Japanese  com- 
panies will  maintain  their  plants,  ma- 
nufacturing for  local  consumers,  for 
some  more  years  to  come.  With  regard 
to  export-oriented  business,  Chinese 
firms  in  China  may  develop  a  stronger 
degree  of  competitiveness  than  Ja- 
panese firms  in  ASEAN  countries. 
Japanese  companies  operating  in 
ASEAN  countries  have  to  incur  re- 
latively high  labor  costs.  As  a  matter 
of  fact,  according  to  an  executive  of 
Japanese  manufacturer  in  Indonesia, 
the  cost  of  one  Japanese  employee  is 
equivalent  to  or  more  than  that  of  one 


hundred  of  local  workers.  In  addition, 
if  parts  and  devices  are  supplied  from 
Japanese  parts  makers,  the  Japanese 
firms  have  to  pay  more  for  parts  and 
devices  than  their  Chinese  competitors 
that  procure  parts  and  device  from 
Chinese  companies.  To  overcome  this 
handicap,  Japanese  firms  in  ASEAN 
countries  must  either  make  high  va- 
lue-added products  or  technology-in- 
tensive parts  and  devices  that  Chinese 
companies  in  China  cannot  supply. 
Otherwise,  they  will  find  it  difficult  to 
continue  the  operation  of  their  export- 
oriented  plants. 

Finally,  the  key  to  success  or  failure 
for  multinational  Japanese,  Korean,  and 
Chinese  firms  is  how  much  consol- 
idated profits  they  can  gain  in  the 
global  market,  which  includes  China, 
the  ASEAN  region,  Europe,  and  the 
United  States.  The  greater  the  cash 
flow  at  their  disposal,  the  larger  the 
spending  they  can  make  for  R&D  to 
differentiate  their  products  from 
others'.  Given  this  highly  competitive 
setting,  the  days  when  ten  or  so  top 
manufacturers  each  with  a  10%  or  so 
market  share  were  able  to  co-prosper 
will  never  return.  Cut-throat  compet- 
ition is  already  raging  in  China  among 
Chinese  electrical  manufacturers.  It 
is  so  merciless  that  only  a  relatively 
small  number  have  survived  and  that 
the  top  firm  has  beaten  down  its  im- 
mediate follower.  In  this  era  of  bitter 
competition,  Japanese  electrical  ap- 
pliance makers  operating  overseas 
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will  be  required  to  specialize  in  their 
respective  strong  areas  while  surviv- 
ing in  other  areas  on  the  basis  of 
OEM  production.  The  era  of  "selection 
and  concentration"  has  arrived. 

Referring  to  recent  developments, 
increasing  pressure  has  been  placed 
on  China  by  the  United  States  and 
other  countries  to  revalue  the  yuan. 
This  might  lead  investors  planning  to 
invest  in  China  reconsider  their  pro- 
jects. Second,  the  demand  for  personal 
computers  is  close  to  saturation,  and 
that  for  cellular  phones,  digital  cameras 


and  DVD  products  is  still  increasing. 
Under  these  circumstances,  there  has 
been  a  reevaluation  of  the  semicon- 
ductor technology  used  for  such  elec- 
trical products  in  Japan.  The  lives  of 
these  goods  are  generally  short,  and 
the  "lead  time"  from  production  to 
assembling  bases  has  become  very 
important.  These  recent  developments 
may  lead  to  a  rewriting  of  the  scenario 
introduced  in  this  paper.  Reallocation 
of  production  posts  of  Japanese  firms 
in  China  and  ASEAN  countries  is 
entering  this  new  era. 
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Maritime  Security  and 
International  Maritime  Instruments* 

Yann-huei  Song 


INTRODUCTION 

THE  September  11th  terrorist 
attacks  in  the  United  States 
have  had  profound  impact  on 
the  safety  and  security  of  shipping  and 
port  operations  in  the  Asia  Pacific 
region  and  beyond.  Serious  attention 
has  been  given  to  the  use  of  ships  and 
their  cargoes  as  potential  terrorist 
weapons.  Security  policy  measures 
have  been  adopted  to  prevent  ship- 
ping from  becoming  a  target  for  in- 
ternational terrorism.  The  international 
community  recognized  the  need  to 
review  the  measures  already  adopted 
by  the  international  organizations,  in 
particular  the  United  Nations  and  its 
specialized  agencies,  to  combat  acts  of 
violence  and  crime  at  sea,  and  to  adopt 
new  regulations  to  enhance  ship  and 
port  security.  In  November  2001,  for 


♦Paper  presented  to  13th  CSCAP  Mari- 
time Cooperation  Working  Group,  Manila, 
the  Philippines,  6-7  September  2003. 


example,  the  Assembly  of  the  Interna- 
tional Maritime  Organization  (IMO) 
adopted  Resolution  A. 924(22),  calling 
for  a  review  of  the  existing  interna- 
tional legal  and  technical  measures 
to  prevent  and  suppress  terrorist  acts 
against  ships  at  sea  and  in  port,  and 
to  improve  security  aboard  and  ashore. 
Since  then  a  number  of  meetings  were 
held  by  the  IMO's  Maritime  Safety 
Committee  (MSC)  and  the  commit- 
tee's Working  Group  on  Maritime  Se- 
curity to  develop  new  maritime  se- 
curity regulations.  Subsequently,  the 
new  Chapter  XI-2  of  the  Convention 
on  Safety  of  Life  at  Sea  (SOLAS)  and 
the  new  International  Ship  and  Port 
Facility  Security  (ISPS)  Code  were 
adopted  at  a  Diplomatic  Conference 
on  Maritime  Security,  held  at  the  IMO 
headquarters  in  London  on  9-13  De- 
cember 2002.  The  International  Labor 
Organization  (ILO)  also  revised  the 
Seafarers'  Identity  Documents  Con- 
vention of  1958  on  3  June  2003  with 
the  aim  of  addressing  the  "continuing 
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threat  to  the  security  of  passengers 
and  crews  and  the  safety  of  ships."1 

A  number^  of  non-binding  docu- 
ments had  already  been  adopted  at 
different  CSCAP  working  group  meet- 
ings to  address  the  important  issues 
concerning  maritime  safety  and  ship- 
ping security  before  the  September 
11th  terrorist  attacks  in  the  United 
States.2  CSCAP  Memorandum  No.  1, 
for  example,  encourages  CSCAP  mem- 
ber countries  to  undertake  "[c]oop- 
erative  efforts  to  ensure  the  security 
of  sea-lanes  and  sea  lines  of  commun- 
ication, with  the  enhancement  of  cap- 
abilities and  maritime  surveillance, 
safety,  and  search  rescue  operations."3 
Paragraph  3  of  CSCAP  Memorandum 
No.  4  encourages  member  countries 
to  become  parties  to  the  1982  United 


See  the  Preamble  of  the  Seafarers' 
Identity  Documents  Convention  (Revised), 
2003  (C  No.  185).  Adopted  on  June  19,  2003. 
Not  yet  in  force. 

2CSCAP  Memorandum  No.  1:  The  Se- 
curity of  the  Asia  Pacific  Region  (April 
1994)  ;  CSCAP  Memorandum  No.  2:  Asia 
Pacific  Confidence  and  Security  Building 
Measures;  CSCAP  Memorandum  No.  3:  The 
Concepts  of  Comprehensive  Security  and 
Cooperative  Security;  CSCAP  Memorandum 
No.  4:  Guidelines  for  Regional  Maritime 
Cooperation  (December  1997);  CSCAP  Me- 
morandum No.  5:  Cooperation  for  Law  and 
Order  at  Sea  (February  2001).  The  full  text 
of  Memo  No.  1  and  No.  5  can  be  found  in 
the  website  of  CSCAP  at:  http;//www- 
cscap.org/piihlirations.htm. 

Paragraph  C  (4)  of  CSCAP  Memo- 
randum No.  1:  The  Security  of  the  Asia 
Pacific  Region  (April  1994). 


Nations  Convention  on  the  Law  of 
the  Sea  (UNCLOS)  and  other  relevant 
international  instruments,  recognizing 
that  this  will  contribute  to  the  streng- 
thening of  peace,  security,  cooperation, 
sustainable  development  and  friendly 
relations  in  the  Asia  Pacific  region. 
Paragraph  15  of  the  same  Memo- 
randum encourages  CSCAP  member 
countries  to  consult  with  regard  to 
the  ratification,  implementation  and 
participation  in  relevant  international 
conventions  and  instruments  concern- 
ing maritime  safety.  CSCAP  Memo- 
randum No.  5,  adopted  in  February 
2001,  urges  member  countries  to 
adopt  measures  that  would  promote 
law  and  order  at  sea  and  reduce  the 
incidence  of  maritime  crime,  which 
includes  piracy  and  maritime  terrorism. 

In  the  wake  of  the  September  11th 
terrorist  attacks,  CSCAP  Memorandum 
No.  6  and  No.  7  were  adopted  in  De- 
cember 2002  and  July  2003  respect- 
ively,4 and  a  "Report  on  International 
Terrorism"  was  issued  in  March  2002 
after  the  CSCAP  Study  Group  Meeting 
held  in  Kuala  Lumpur,  Malaysia  in 
February  2002.  CSCAP  Memorandum 
No.  7  recognizes  the  importance  of 


4CSCAP  Memorandum  No.  6:  The  Prac- 
tice of  the  Law  of  the  Sea  in  the  Asia  Pa- 
cific (December  2002)  and  CSCAP  Memo- 
randum No.  7:  The  Relationship  between 
Terrorism  and  Transnational  Crime  (July 
2003).  CSCAP  Memo  No.  6  can  be  found 
in  the  website  of  CSCAP  at:  http;// 
www.cscap.org/publications.htm.  A  copy 
of  CSCAP  Memo  No.  7  is  on  file  with  this 
writer. 
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the  concept  of  human  security,  and 
encourages  CSCAP  member  countries 
to,  inter  alia,  endorse  and  implement 
the  relevant  UN  Conventions  and 
Protocols,  and  the  supporting  regional 
agreements,  against  terrorism  and 
transnational  crimes.  The  "Report  on 
International  Terrorism"  identifies  the 
elements  of  a  comprehensive  strategy 
to  combat  terrorism  in  the  Asia  Pa- 
cific region.  It  urges  CSCAP  working 
Groups  to  co-ordinate  their  research 
agendas  in  order  to  advance  the  col- 
lective efforts  in  combating  inter- 
national terrorism.  CSCAP  member 
countries  are  encouraged  to  ratify  the 
various  UN  Conventions  in  relation 
to  transnational  crimes  and  related 
issues,  adopt  the  UN  Resolution  on 
terrorism,  and  implement  international 
and  regional  resolutions  on  transna- 
tional crimes  and  terrorism.  In  addition, 
it  is  stated  in  the  report  that  CSCAP 
Working  Group  on  Maritime  Coopera- 
tion will  continue  to  examine  the  fol- 
lowing issues:  (1)  the  vulnerability  of 
naval  and  commercial  shipping,  off- 
shore platforms,  ports  and  harbours 
and  coastal  settlements  to  terrorist  at- 
tack; (2)  the  threat  of  maritime  terror- 
ism generally,  including  the  use  of 
ships  as  vehicles  for  conducting  ter- 
rorist attacks,  and  (3)  the  potential  for 
reducing  vulnerabilities,  and  to  counter 
the  threat  from  maritime  terrorist  at- 
tacks.5 


5Terrorism  in  Southeast  Asia:  Perspect- 
ives from  the  Region,  A  CSCAP  Round- 
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In  addition  to  the  CSCAP  docu- 
ments mentioned  above,  it  should  also 
be  noted  that  a  number  of  political 
statements  or  joint  declarations  have 
also  been  issued  or  signed  for  the  pur- 
pose of  fighting  terrorism  since  the 
tragic  events  of  September  11th,  2001, 
either  by  countries  such  as  Japan  and 
Russian  Federation,  or  by  regional 
organizations  such  as  the  APEC,  the 
ASEAN,  and  the  ASEAN  Regional 
Forum  (ARF).  In  February  2002,  a  joint 
statement  on  anti-terrorism  was  signed 
by  Minister  of  Foreign  Affairs  of 
Japan  Yoriko  Kawaguchi  and  Minister 
of  Foreign  Affairs  of  Russian  Fed- 
eration with  the  goal  of  enhancing 
bilateral  cooperation  to  prevent  terror- 
ist acts  and  to  respond  to  terrorist 
threats.6  In  November  2001,  India  and 
Russia  Federation  issued  an  joint 
declaration,  in  which  the  two  coun- 
tries pledged  to  continue  close  coop- 
eration on  the  issue  of  international 
terrorism.  They  signed  another  anti- 
terrorism joint  statement  in  New  Delhi 


table  Discussion  Featuring  Kumar  Rama- 
krishna,  Dino  Patti  Djalal,  Carolina  Hernan- 
dez, and  Mohamed  Jawhar  Hassan,  Issues 
&  Insights  3,  no.  2,  Pacific  Forum  CSIS, 
Honolulu,  Hawaii,  February  2003,  Appendix 
D  (Report  on  International  Terrorism  CSCAP 
Study  Group  Meeting,  Kuala  Lumpur,  25- 
26  March  2003. 

6See  Joint  Press  Statement  by  Japan  and 
the  Russian  Federation  on  the  Results  of 
the  Japan-Russian  Consultation  on  Counter- 
Terrorism,  13-14  November  2002,  available 
at:  http://www.mnfa.jp/rpffion/eurOPe/ 
russia  /consult0211.thml- 
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in  February  2002. 7  In  May  2002,  Indo- 
nesia, Malaysia  and  the  Philippines 
signed  a  trilateral  anti-terrorism  pact 
in  Kuala  Lumpur,  which  sets  out  a 
framework  for  the  countries  to  coop- 
erate to  combat  terrorist  groups  and 
prevent  them  from  using  their  assets 
for  transnational  criminal  activities.8 

In  October  2001,  the  APEC  leaders 
signed  a  statement  on  counter-terror- 
ism in  Shanghai,  in  which  they  pled- 
ged to  cooperate  fully  to  ensure  that 
international  terrorism  does  not  dis- 
rupt economies  and  markets,  through 
close  communication  and  coopera- 
tion among  economic  policy  and  fin- 
ancia  1  authorities.9  In  October  2002, 
the  APEC  leaders  ITgain  issued  the 
Statement  on  Recent  Acts  of  Terrorism 
in  APEC  Members  Economies  irt  Los 
Cabos,  Mexico,  in  which  they  con- 
demned the  terrorist  acts  in  the  APEC 
region,  including  Bali,  Indonesia,  the 
Philippines,  and  Moscow,  the  Russian 
Federation  on  12  October,  18  October, 
and  23  October  2002  respectively.  They 


India  and  the  Russian  Federation  Joint 
Statement,"  3  February  2002  -  New  Delhi, 
available  at:  http;// www.meadev.nic.in/ 
speeches /jstmt-indo-russia.htm. 

8"ASEAN  urged  to  harmonise  criminal 
laws  to  remove  'safe  havens',"  Agence 
France  Presse,  16  May  2002. 

9APEC  Leaders  Statement  on  Counter- 
terrorism,  Shanghai,  21  October  2001.  The 
full  text  of  the  statement  is  available  at: 
http://www.infojapan.org/policy/economy/ 
apec/2001  /leader.html. 


also  encouraged  joint  efforts  of  APEC 
economies  in  mitigating  the  adverse 
impact  of  terrorist  attacks  in  the 
affected  economies  and  called  for 
strengthened  international  coopera- 
tion to  support  the  region's  efforts  to 
eliminate  terrorism  and  restore  con- 
fidence in  the  region.10 

In  the  Statement  on  Fighting  Ter- 
rorism and  Promoting  Growth,  adopted 
on  26  October  2002,  the  APEC  leaders 
declared  their  intention  to  work  to- 
gether to  secure  the  flow  of  goods  and 
people  (Securing  Trade  in  APEC  Re- 
gion/the "STAR"  program)  through 
measures,  inter  alia,  to  promote  ship 
and  port  security  plans  by  July  2004 
and  installation  of  automatic  identif- 
ication systems  on  certain  ships  by  De- 
cember 2004,  and  to  enhance  coop- 
eration on  fighting  piracy  in  the  re- 
gion between  APEC  fora  and  organ- 
izations, such  as  the  International 
Maritime  Bureau  Piracy  Reporting 
Center  and  the  IMO.  The  "STAR"  pro- 
gram aims  to  increase  container  and 
port  security,  and  develop  mechanisms 
to  track  shipments  more  effectively 
throughout  the  supply  chain.  In  ad- 
dition, APEC  economies  are  asked  to 
ratify  the  International  Convention  for 


10Conference  Record,  APEC  Leaders' 
Statement  on  Recent  Acts  of  Terrorism  in 
APEC  Member  Economies,  Los  Cabos, 
Mexico,  26  October  2002.  The  full  text  of 
the  statement  is  available  at:  http;// 
www.aper200  3.org/eng/about/ 
aboutapec  record4  4.html. 
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the  Suppression  of  the  Financing  of 
Terrorism  no  later  than  October  2003, 
and  to  implement  quickly  and  decis- 
ively all  measures  needed  to  prevent 
terrorist  and  their  supporters  from 
accessing  the  international  financial 
system,  as  called  in  the  UN  Security 
Council  Resolution  1373  and  1390.11 

A  number  of  statements  or  declar- 
ation in  relation  to  fighting  against 
terrorism  had  also  been  issued  and 
relevant  actions  taken  by  the  ASEAN 
and  the  ARF  since  the  tragic  events 
of  September  11th.  As  early  as  in  No- 
vember 2001,  the  ASEAN  adopted  a 
declaration  on  joint  action  to  counter 
terrorism.12  In  May  2002,  a  special 
ASEAN  ministerial  meeting  on  ter- 
rorism was  held  in  Kuala  Lumpur,  in 
which  a  joint  communique  on  ter- 
rorism was  adopted.13  In  August  2002, 
the  United  States  and  ASEAN,  and  in 
January  2003,  the  European  Union 
and  ASEAN  issued  a  joint  declaration 
for  cooperation  to  combat  international 


nConference  Record,  APEC  Leaders' 
Statement  on  Fighting  Terrorism  and  Pro- 
moting Growth.  The  full  text  of  the  state- 
ment is  available  at:  http:  /  /www.apec2003. 
org/eng/about/aboutapec  record4  3  2. 
html. 

12For  full  text  of  the  2001  ASEAN  De- 
claration on  Joint  Action  to  Combat  Terror- 
ism, visit  the  web  site  of  ASEAN  Secretary 
at:  http://www.aseansec.org/5962.htm. 

13For  full  text  of  the  communique,  visit 
the  web  site  of  ASEAN  Secretary  at:  http:/ / 
www.aseansec.org  /5961  .htm. 


terrorism.14  The  ministers  participat- 
ing in  the  ninth  ARF  meeting,  held  in 
Bandar  Seri  Begawan  in  July  2002  re- 
called the  statement  of  October  2001 
issued  by  the  ARR  Chair  on  behalf 
of  ARF  participants  and  emphasized 
the  need  for  the  ARF  to  find  ways 
and  means  to  cooperate  further  in  the 
fight  against  terrorism.  They  also  reaf- 
firmed the  principles  outlined  in  the 
UNSC  resolutions  related  to  the  pre- 
vention and  suppression  of  terrorist 
acts.  The  ministers  encouraged  early 
accession  to  or  ratification  of  relevant 
international  conventions  and  protocols 
relating  to  terrorism.15  Another  De- 
claration on  Terrorism  was  adopted  at 
the  Eighth  ASEAN  Summit.16  The 
ministers  participated  in  the  tenth 
ARF  meeting  reiterated  their  deter- 
mination to  strengthen  further  the  co- 
operation among  their  countries  in  the 
fight  against  international  terrorism.17 


14For  the  text  of  ASEAN-United  States 
of  America  Joint  Declaration  for  Cooperat- 
ion to  Combat  International  Terrorism  and 
the  Joint  Declaration  on  Cooperation  to 
Combat  Terrorism  between  the  European 
Union  and  ASEAN,  visit  the  web  site  of 
ASEAN  Secretary  at:  http:  /  /www.aseansec. 
org  /  10574.htm  and  http:  / /www.aseansec. 
org/14031.htm.  - 

15See  Chairman's  Statement,  the  Ninth 
Meeting  of  the  ASEAN  Regional  Forum, 
Bandar  Seri  Begawan,  31  July  2002,  available 
at:  http:/ /www.aseansec.org/12Q0Q.htm. 

16For  the  declaration,  visit  the  web  site 
of  the  ASEAN  Secretary  at:  http;/ /WWW, 
3seansec.org/T3156.  htm. 

17Chaiman  Statement,  Tenth  ASEAN 
Regional  Forum,  Phnom  Oenh,  18  June 
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But  more  importantly,  and  closely 
relevant  to  the  issues  to  be  addressed 
in  this  paper  is  the  ARF  Statement 
on  Cooperation  Against  Piracy  and 
Other  Threats  to  Maritime  Safety  that 
was  adopted  at  the  tenth  ARF  meet- 
ing in  June  2003. 18  In  the  statement, 
the  participating  states  and  organiza- 
tions recognized  that  "[p]iracy  and 
armed  robbery  against  ships  and  the 
potential  for  terrorist  attacks  on  vul- 
nerable sea  shipping  threaten  the 
growth  of  the  Asia-Pacific  region,  and 
disrupt  the  stability  of  global  com- 
merce, particularly  as  these  have  be- 
come tools  of  transnational  organized 
arime."19  They  also  recognized  that 
''[m]aritime  security  is  an  indispensable 
and  fundamental  condition  for  the 
welfare  and  economic  security  of  the 
ARF  region"  and  that  "[e]nsuring  this 
security  is  in  the  direct  interest  of  all 
countries,  and  in  particular  the  ARF 
countries."20  They  promised  to  achieve 
effective  implementation  of  the  re- 
levant international  maritime  instru- 
ments, which  aim  to  enhance  the  safety 
and  security  of  shipping  and  port 
operations.  The  relevant  instruments 
include  the  1982  UNCLOS,  the  Con- 
vention for  the  Suppression  of  Un- 


2003,  available  at:  http: /  /www.aseansec. 
orgl4.846.htm. 

18For  the  full  text  of  the  statement,  visit 
the  web  site  of  the  ASEAN  Secretary  at: 
http:  /  /www.aseansec.  org/  14837.htm. 

19Paragraph  1  (a)  of  the  statement,  ibid. 

20Paragraph  1  (c)  of  the  statement,  ibid. 


lawful  acts  against  the  Safety  of  Ma- 
ritime Navigation  1988  and  its  Proto- 
col for  the  Suppression  of  Unlawful 
Acts  against  the  Safety  of  Fixed  Plat- 
forms Located  on  the  Continental  Shelf, 
the  International  Convention  on  the 
Safety  of  Life  at  Sea,  1974  and  the  re- 
levant amendments  to  this  Convention, 
and  the  ISPS  Code.  ARF  member  coun- 
tries are  encouraged  to  become  parties 
to  the  relevant  international  maritime 
conventions,  if  they  have  not  yet  done 
so.21 

The  purpose  of  this  paper  is  to  find 
out  to  what  extent  the  following  se- 
lected international  maritime  instru- 
ments, in  particular  those  related  to 
safety  and  security  of  shipping  and 
port  operations,  had  been  accepted 
or  ratified  by  members  of  the  Track 
One  and  Track  Two  organizations  in 
the  Asia-Pacific  region,  both  in  the 
economic  and  security  realm,  namely 
APEC,  PECC,  ASEAN,  ARF  and 
CSCAP.  The  instruments  selected  for 
study  include:  (1)  United  Nations  Con- 
vention on  the  Law  of  the  Sea  1982 
(UNCLOS  1982);  (2)  Convention  on  the 
International  Maritime  Organization; 

(3)  International  Convention  on  the 
Safety  of  Life  at  Sea  1974  (SOLAS  1974); 

(4)  Protocol  of  1978  relating  to  the  In- 
ternational Convention  on  SOLAS 
1974,  as  amended  (SOLAS  PROT  1978); 

(5)  Protocol  of  1988  relating  to  the  In- 


Paragragh  2  of  the  statement,  ibid. 
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ternational  Convention  for  the  SOLAS 
1974,  as  amended  (SOLAS  PROT  1988); 

(6)  International  Ship  and  Port  Fa- 
cilities Security  Code,  2002  (ISPS  Code); 

(7)  International  Safety  Maritime  Code 
(ISM  Code);  (8)  Convention  for  the 
Suppression  of  Unlawful  Acts  against 
the  Safety  of  Maritime  Navigation  1988 
(SUA  1988);  (9)  Protocol  for  the  Sup- 
pression of  Unlawful  Acts  against  the 
Safety  of  Fixed  Platforms  Located  on 
the  Continental  Shelf  1988  (SUA  PROT 
1988);  (10)  International  Convention  on 
Standards  of  Training,  Certification 
and  Watchkeeping  for  Seafarers  1978, 
as  amended  (STCW  1978);  (11)  The 
Seafarers'  Identity  Documents  Con- 
vention 1958  (C  No.  108);  (12)  The  Sea- 
farers' Identity  Documents  Convent- 
ion 2003,  as  revised  (C  No.  185);  (13) 
International  Convention  on  Maritime 
Search  and  Rescue  1979,  as  amended 
(SAR  1979);  and  (14)  International  Con- 
vention for  Safe  Containers  1972,  as 
amended  (CSC  1972).  It  should  be 
noted  that  the  instruments  to  be 
examined  below  are  selected  arbit- 
rarily by  the  author  for  the  sole  pur- 
pose of  academic  exercise. 

THE  1982  UNITED  NATIONS 
CONVENTION  ON  THE  LAW 
OF  THE  SEA22 

The  basic  obligations  of  nations 
to  improve  maritime  safety,  prevent 


22The  United  Nations  Convention  on 
the  Law  of  the  Sea  (UNCLOS),  opened  for 


pollution  from  ships,  protect  marine 
environment,  maintain  legal  and  order 
at  sea,  reduce  the  incidence  of  mari- 
time crime,  develop  maritime  coop- 
eration, and  so  on  are  set  forth  in  the 
1982  United  Nations  Convention  on 
the  Law  of  the  Sea  (UNCLOS),  known 
as  "Constitution  for  the  Oceans." 
Under  Article  95,  for  example,  every 
state  should  maintain  regular  checks 
upon  the  seaworthiness  of  ships,  and 
to  ensure  that  crews  are  properly 
qualified  and  to  hold  inquires  into 
shipping  casualties.  Under  Article  100, 
states  have  the  duty  to  co-operate  to 
the  fullest  possible  extent  in  the  re- 
pression of  piracy  on  the  high  seas,  or 
in  any  other  place  outside  the  juris- 
diction of  any  state.  As  far  as  the  IMO 
is  concerned,  it  is  one  of  the  "com- 
petent international  organizations" 
that  are  mentioned  in  the  relevant 
provisions  of  the  UNCLOS  with  the 
responsibility  to  improve  navigation 
safety,  shipping  security,  and  to  pre- 
vent pollution  from  ships.  For  example, 
paragraph  3  of  Article  22  of  the  UN- 
CLOS provides  that  coastal  states 


signature  10  December  1982,  21  I.L.M. 
1261  (1982),  S.  Treaty  Doc.  103-39  (1994). 
For  the  text,  see  The  Law  of  the  Sea:  Official 
Text  of  the  United  Nations  Convention  on 
the  Law  of  the  Sea  of  10  December  1982  and 
of  the  Agreement  relating  to  the  Implement- 
ation of  Part  XI  of  the  United  Nations  Con- 
vention on  the  Law  of  the  Sea  of  10  De- 
cember 1982  with  Index  and  Excerpts  from 
the  Final  Act  of  the  Third  United  Nations 
Conference  on  the  Law  of  the  Sea  (United 
Nations  Publications,  Sale  No.  E.  97.V.10). 
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should  take  into  account  the  recom- 
mendations of  the  competent  interna- 
tional organizations,  in  particular,  the 
IMO,  when  they  intend  to  designate 
sea  lanes  and  to  prescribe  traffic  se- 
paration schemes  in  the  territorial 
waters.  Under  paragraph  5,  Article  41, 
"[i]  respect  of  a  strait  where  sea  lanes 
or  traffic  separation  schemes  through 
the  waters  of  two  or  more  States  bor- 
dering the  strait  are  being  proposed, 
the  States  concerned  shall  co-operate 
in  formulating  proposals  in  consult- 
ation with  the  competent  interna- 
tional organization,"  that  is,  the  IMO. 
The  same  obligations  are  imposed  in 
archipelagic  waters  under  Article  53. 
In  order  to  protect  the  environment 
and  to  prevent  pollution  form  ship, 
states  are  required  under  Article  197 
and  Article  211  to  cooperate  on  a 
global  basis  and,  as  appropriate,  on 
a  regional  basis,  directly  or  through 
competent  international  organizations, 
including  the  IMO,  in  formulating 
and  elaborating  international  rules, 
standards  and  recommended  practices 
and  procedures  consistent  with  the 
UNCLOS. 

The  UNCLOS  was  adopted  in  1982 
and  entered  into  force  on  16  Novem- 
ber 1994.  As  of  22  August  2003,  143 
states  or  entities  had  either  ratified 
or  acceded  to  this  Convention.  Among 
the  25  member  committees  of  PECC, 
Canada,  Colombia,  Peru,  Ecuador, 
Hong  Kong  (China),  Chinese  Taipei, 
Thailand,  and  the  United  States  are 


not  yet  contracting  parties  to  the  UN- 
CLOS. Six  out  of  the  21  APEC  eco- 
nomies (namely,  Canada,  Hong  Kong/ 
China,  Peru,  Chinese  Taipei,  Thailand, 
and  the  US),  2  out  of  the  ten  member 
states  of  ASEAN  (i.e.,  Cambodia  and 
Thailand),  three  out  of  19  national 
committees  of  CSCAP  (i.e.,  Canada, 
Thailand,  and  the  US)  and  four  out 
of  23  ARF  participating  countries  (i.e., 
Cambodia,  Canada,  Thailand,  and 
the  US)  are  non-contracting  parties  to 
the  UNCLOS.  Good  news  is  that  both 
Canada  and  the  US  are  considering 
become  contracting  parties  to  the  UN- 
CLOS, with  the  possibility  that  the 
former  joining  the  club  ahead  of  the 
later. 

CONVENTION  ON  THE  INTER- 
NATIONAL MARITIME  ORGAN- 
IZATION23 

In  1948,  an  international  conference 
in  Geneva  adopted  a  convention  es- 
tablishing the  International  Govern- 
mental Maritime  Consultative  Organ- 
ization (IMCO).  The  convention  entered 
into  force  in  March  1958  and  the  new 
organization  met  for  the  first  time  the 
following  year.  The  name  of  the  in- 
stitution was  changed  in  1982  to  In- 


23Convention  on  the  International  Gov- 
ernmental Maritime  Consultative  Organ- 
ization, Geneva,  6  March  1948.  In  force  17 
March  1958.  289  UNTS  3;  R.  R.  Churchill, 
et  al.,  ed.,  New  Direction  in  the  Law  of 
the  Sea,  Vol.  4  (Dobbs  Ferry,  New  York: 
Oceana,  1976),  519. 
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ternational  Maritime  Organization 
(IMO).  The  aims  of  the  organization 
were  summarized  in  Article  I  of  the 
convention: 

(a)  To  provide  machinery  for  coop- 
eration among  Governments  in 
the  field  of  governmental  regulat- 
ion and  practices  relating  to  tech- 
nical matters  of  all  kinds  affecting 
shipping  engaged  in  international 
trade,  and  to  encourage  the  general 
adoption  of  the  highest  practicable 
standards  in  matters  concerning 
maritime  safety  and  efficiency  of 
navigation; 

(b)  To  encourage  the  removal  of  dis- 
criminatory action  and  unneces- 
sary restrictions  by  Governments 
affecting  shipping  engaged  in  in- 
ternational trade  so  as  to  promote 
the  availability  of  shipping  services 
to  the  commerce  of  the  world  with- 
out discrimination;  assistance  and 
encouragement  given  by  a  Govern- 
ment for  the  development  of  its 
national  shipping  and  for  purposes 
of  security  does  not  in  itself  con- 
stitute discrimination,  provided 
that  such  assistance  and  encour- 
agement is  not  based  on  measures 
designed  to  restrict  the  freedom  of 
shipping  of  all  flags  to  take  part 
in  international  trade; 

(c)  To  provide  for  the  consideration 
by  the  Organization  of  matters 
concerning  unfair  restrictive  pract- 
ices by  shipping  concerns  in  ac- 
cordance with  Part  II; 


(d)  To  provide  for  the  consideration 
by  the  Organization  of  any  matters 
concerning  shipping  that  may  be 
referred  to  it  by  any  organ  or  spe- 
cialized agency  of  the  United  Na- 
tions; 

(e)  To  provide  for  the  exchange  of 
information  among  Governments 
on  matters  under  consideration  by 
the  Organization.24 

In  the  1948  convention  text,  there 
was  no  reference  to  marine  pollution 
to  the  environment.  Maritime  safety 
was  only  referred  to  briefly,  at  the 
end  of  paragraph  (a)  of  Article  1.  Origin- 
ally the  emphasis  was  on  economic 
action  to  promote  "freedom"  and  end 
■  "discrimination".  However,  gradually 
the  important  responsibility  of  the  or- 
ganization was  expanded  to  safety  at 
sea  and  other  areas.  As  a  result.,  it 
adopted  a  number  of  legal  instruments 
on  safety  at  sea,  most  importantly,  the 
International  Convention  for  the  Safety 
of  Life  at  Sea  (the  1960  SOLAS).  In 
1954,  it  adopted  the  Convention  for 
the  Prevention  of  Pollution  of  the  Sea 
by  Oil  (OILPOL).25  By  the  late  1960s, 


24See  Articles  of  the  Convention  -  Sum- 
mary, available  in  the  web  site  of  the 
IMO  at:  http://www.  imo.org/Conventions/ 
mainframe.asp?topic  id=771 

^International  Convention  for  the  Pre- 
vention of  Pollution  of  the  Sea  by  Oil,  Lon- 
don, 12  May  1954.  In  force  26  July  1958. 
327  UNTS  3;  R.  R.  Churchill,  et  al.,  ed., 
New  Direction  in  the  Law  of  the  Sea, 
Vol.  2.  (Dobbs  Ferry,  New  York:  Oceana, 
1974),  557. 
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the  growth  in  the  amount  of  oil  being 
transported  by  sea  and  in  the  size  of 
oil  tankers  became  a  particular  con- 
cern, especially  after  a  number  of 
major  tanker  accidents,  such  as  the 
Torrey  Canyon  in  1967.  In  addressing 
the  threat  of  marine  pollution,  IMO 
introduced  a  series  of  measures  de- 
signed to  prevent  accidents  and  to 
minimize  their  consequences.26  In 
1977,  at  the  tenth  assembly  of  the 
IMO,  Article  I  of  the  convention  was 
amended  to  accommodate  the  organ- 
ization's growing  involvement  in  en- 
vironmental, administrative  and  legal 
issues.  The  majority  of  conventions 
adopted  under  the  auspices  of  IMO  fall 
into  three  main  categories.  The  first 
group  is  concerned  with  maritime 
safety;  the  second  with  the  prevention 
of  marine  pollution;  and  the  third 
with  liability  and  compensation,  es- 
pecially in  relation  to  damage  caused 
by  pollution.  The  IMO  Convention 
was  amended  seven  times  since  its 
entry  into  force  in  1958.27 


26Such  as  the  1972  Convention  on  the  Pre- 
vention of  Marine  Pollution  by  Dumping 
of  Wastes  and  their  Matter  (LDC)  and  the 
1973/78  Convention  on  the  Prevention  of 
Pollution  by  Ships  (MARPOL). 

27The  1964  amendments  (enlargement 
of  Council  to  18  Members);  The  1965 
amendments  (membership  of  Maritime 
Safety  Committee  increased  to  16);  The 
1974  amendments  (enlargement  of  Council 
to  24,  MSC  to  consist  of  all  Members);  The 
1977  amendments  (Article  1  amended,  in- 
stitutionalization of  Technical  Cooperation 


As  of  30  June  2003,  the  IMO  Con- 
vention had  162  contracting  parties.28 
The  large  size  of  contracting  parties 
to  the  IMO  Convention  along  with 
the  two  thirds  requirement  for  entry 
into  force  of  any  amendments  to  the 
convention  pushed  the  organization 
to  develop  a  new  amendment  pro- 
cedure. Instead  of  requiring  that  an 
amendment  shall  enter  into  force  after 
being  accepted  by,  for  example,  two 
thirds  of  the  parties,  the  new  "tacit 
acceptance"  procedure  provides  that 
an  amendment  shall  enter  into  force 
at  a  particular  time  unless  before  that 
date,  objections  to  the  amendment 
are  received  from  a  specified  number 
of  parties.  The  "tacit  acceptance"  pro- 
cedure has  been  used  in  the  case  of 
conventions  such  as  the  Convention 
on  the  International  Regulations  for 
Preventing  Collisions  at  Sea  of  1972, 
the  1973  International  Convention  on 
the  Prevention  of  Pollution  from  Ships 
(the  1973  MARPOL),  and  the  1974 
SOLAS. 

All  of  the  participating  countries, 
economies,  or  national  committees  in 


Committee);  The  1979  amendments  (en- 
largement of  Council  to  32);  The  1991 
amendments  (institutionalization  of  Fa- 
cilitation Committee);  and  The  1993  amend- 
ments (enlargement  of  Council  to  40  Mem- 
bers). 

28For  Summary  of  Status  of  the  IMO 
Conventions  as  of  30  June  2003,  visit 
the  organization's  web  site  at:  http;  / /www, 
imn.org /Conventions /mainframe, asp? 
topic  id=247. 
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PECC,  APEC,  ASEAN,  ARF,  and 
CSCAP  had  ratified  the  IMO  Convent- 
ion, with  the  exception  of  Laos  and 
Chinese  Taipei. 

THE  1974  INTERNATIONAL 
CONVENTION  FOR  THE  SAFETY 
OF  LIFE  AT  SEA  (SOLAS)29  AND 
THE  AMENDMENTS  TO  THE 
1974  SOLAS30 

The  International  Convention  on 
the  Safety  of  Life  at  Sea  (SOLAS)  is 
regarded  as  the  most  important  of 
all  international  treaties  concerning 
the  safety  of  merchant  ships.  The 
first  version  of  the  convention  was 
promoted  by  the  sinking  of  the  Titanic. 
The  second  was  adopted  in  1929,  the 
third  in  1948  and  the  fourth  in  1960. 
The  1960  SOLAS  Convention  entered 
into  force  on  26  May  1965,  which 
was  the  first  major  task  for  IMO  after 
the  establishment  of  the  institution. 
In  1974,  a  completely  new  SOLAS 
Convention  was  adopted,  which  in- 
cluded not  only  the  amendments 
agreed  up  until  that  date  but  a  new 
amendment  procedure,  i.e.,  the  "tacit 
acceptance  procedure",  designed  to 
ensure  that  amendments  to  the  SOLAS 


International  Convention  on  the  Sa- 
fety of  Life  at  Sea,  London,  1  November  1974. 
In  force  25  May  1980.  1184  UNTS  2;  1980 
UNTS  46. 

30The  full  text  of  the  December  2002 
amendments  to  the  1974  SOLAS  Convention 
is  available  at:  http://www.ipta.org.uk/ 
maritime  security  msc76.htm- 


Convention  could  enter  into  force 
within  a  reasonable  time.  The  "tacit 
acceptance  procedure",  as  mentioned 
earlier,  provides  that  an  amendment 
to  the  SOLAS  Convention  shall  enter 
into  force  on  a  specified  date  unless, 
before  that  date,  objections  to  the 
amendment  are  received  from  an 
agreed  number  of  contracting  parties 
to  the  convention. 

The  1974  SOLAS  Convention  con- 
tains a  large  number  of  complex  re- 
gulations laying  down  standards 
which  govern  the  construction  of  ships, 
fire-safety  measures,  life-saving  ap- 
pliances, the  carriage  of  navigational 
equipment  and  other  aspects  of  the 
safety  of  navigation,  the  carriage  of 
goods,  special  rules  for  nuclear  ships 
and  high  speed  craft,  management 
for  the  safe  operations  of  ships,  and 
special  measures  to  enhance  maritime 
safety.  Thanks  to  the  "tacit  acceptance 
procedure",  the  1974  SOLAS  has 
been  amended  from  time  to  time,  no 
less  than  30  times.  The  1974  SOLAS 
Convention  was  amended  most  ex- 
tensively by  Protocol  of  1978  and  1988. 
In  recent  years,  amendments  have 
become  more  frequent,  partly  in 
response  to  developments  in  tech- 
nology and  partly  in  response  to  major 
shipping  casualties.  In  response  to  the 
September  11th  terrorist  attacks  in 
the  United  States,  Chapter  V  and  Chap- 
ter XI  (Special  measures  to  enhance 
maritime  safety)  of  the  1974  SOLAS 
were  amended.  A  brand  new  Chapter 
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XI-2  (Special  measures  to  enhance  ma- 
ritime security)  is  added  after  the  re- 
numbered Chapter  XI-1.31 

The  new  SOLAS  chapter  contains 
the  mandatory  requirement  for  ships 
to  comply  with  the  new  International 
Ship  and  Port  Facility  Security  Code 
(ISPS  Code).  The  SOLAS  Regulation 
XI-1/3  was  modified  to  require  ships' 
identification  numbers  to  be  perman- 
ently marked  in  a  visible  place  on 
either  the  ship's  hull  or  its  superstruc- 
ture as  well  as  internally.  A  new  re- 
gulation XI-1/5  was  added,  requiring 
ships  to  be  issued  with  a  continuous 
synopsis  record  (CSR)  for  the  pur- 
pose of  providing  an  on-board  record 
of  the  history  of  the  ship.  The  CSR 
shall  be  issued  by  the  flag  state's  ad- 
ministration and  must  contain  inform- 
ation such  as  the  names  of  the  ship 
and  the  flag  state,  the  date  on  which 
the  ship  was  registered  with  the  flag 
state,  the  ship's  identification  number, 
the  port  at  which  the  ship  is  registered 
and  the  name  of  the  registered  owner(s) 
and  their  registered  address.  Any 


31For  background  to  the  adoption  of 
measures  to  enhance  maritime  security, 
visit  the  web  site  of  the  IMO  at:  http:// 
www.imo.org/Newsroon/mainframe.asp? 
topic  id=582.  See  also  Contribution  of  the 
International  Maritime  Organization  to  the 
Secretary-General's  Report  on  Oceans  and 
the  Law  of  the  Sea  (Assembly  resolution 
A/RES/57/1410,  Preliminary  Considerat- 
ions, 1-10;  and  United  Nations  General  As- 
sembly, A/58/65,  3  March  2003,  Oceans  and 
the  law  of  the  sea,  Report  of  the  Secretary- 
General,  para.  102-106. 


changes  must  be  recorded  in  the  CSR 
within  three  months  so  as  to  provide 
update  and  current  information  along 
with  the  history  of  the  changes. 

The  revised  SOLAS  Chapter  V  con- 
tains a  new  timetable  for  the  fitting  of 
Automatic  Information  Systems  (AIS). 
Ships,  other  than  passenger  ships  and 
tankers,  of  300  gross  tonnage  and  up- 
wards but  less  than  50,000  gross  ton- 
nage, will  be  required  to  fit  AIS  not 
later  than  the  first  safety  equipment 
survey  after  1  July  2004  or  by  31  De- 
cember 2004,  which  occurs  earlier. 
Ships  fitted  with  AIS  shall  maintain 
AIS  in  operation  at  all  times  except 
where  international  agreements,  rules 
or  standards  provide  for  the  protect- 
ion of  navigation  information.32  Un- 
der the  new  SOLAS  Chapter  XI-2, 
both  flag  states  and  coastal  states 
must  set  security  levels  and  ensure  the 
provision  of  security  level  to  port 
facilities  within  their  territory,  and 
to  ships  prior  to  entering  a  port  or 
whilst  in  a  port  within  their  ter- 
ritory.33 All  ships  have  to  be  provided 
with  a  ship  security  alert  system 
in  accordance  with  a  strict  timetable 
that  will  see  most  vessels  fitted  by 
2004  and  the  remainder  by  2006. 34 


32SOLAS  Chapter  V  Regulation  19  (Car- 
riage requirements  for  shipborne  navigat- 
ional systems  and  equipment). 

33SOLAS  Chapter  XI-2,  Regulation  3 
(Obligations  of  Contracting  Governments 
with  respect  to  security). 

34SOLAS  Chapter  XI-2,  Regulation  6 
(Ship  Security  Alert  System). 
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Ships  are  required  to  carry  a  valid 
International  Ship  Security  Certificate 
or  a  valid  Interim  International  Ships 
Security  Certificate,  showing  that 
they  comply  with  the  requirements 
of  SOLAS  XI-2  and  Part  A  of  the  ISPS 
Code.35  The  ship  is  subject  to  port 
state  control  inspections.  However, 
with  the  exception  of  specific  circum- 
stances, port  state  control  inspection 
cannot  be  by  extended  to  examination 
of  the  security  plan  of  the  ship.  The 
following  control  measures  can  be 
taken  by  port  states:  inspection  of 
the  ship,  delaying  the  ship,  detention 
of  the  ship,  restriction  of  operations 
including  movement  within  the  port, 
or  expulsion  of  the  ship  from  port. 
A  ship,  intending  to  enter  a  coastal 
state's  port,  may  be  required  by  the 
coastal  state  to  notify  in  advance 
whether  if  complies  with  the  require- 
ments of  SOLAS  chapter  XI-2.36 

The  1974  SOLAS  was  ratified  by 
147  countries,  representing  98.4%  of 
world  tonnage.  All  but  two  member 
countries,  economies,  or  national  com- 
mittees of  the  APEC,  PECC,  ASEAN, 
ARF,  and  CSCAP  are  not  yet  con- 
tracting parties  to  the  1974  Convention. 
The  two  are  Laos  and  Chinese  Taipei. 
Both  the  December  2002  amendment 
to  the  1974  SOLAS  and  the  ISPS 
Code  are  expected  to  enter  into  force 


35SOLAS  Chapter  XI-2,  Regulation  9 
(Control  and  Compliance  Measures). 


on  1  July  2004.  All  parties  to  the 
SOLAS  Convention  are  therefore  urged 
to  start  putting  in  place,  methodically, 
systematically  and  as  soon  as  possible, 
all  the  necessary  infrastructure  (in- 
cluding legislative,  administrative  and 
operational)  needed  to  give  effect  to 
all  the  decisions  of  the  December 
2002  SOLAS  Contracting  Government 
Conference  on  Maritime  Security.37 
The  contacting  parties  to  the  SOLAS 
Convention  are  also  asked  not  to 
await  the  entry-into-force  date  before 
consideration  of  the  needed  domestic 
legislative,  administrative  and  operat- 
ional matters  so  as  to  avoid  the  need  to 


The  Conference  also  adopted  11  re- 
solutions: Conference  resolution  (Adoption 
of  amendments  to  the  annex  to  the  1974 
SOLAS,  as  amended);  Conference  resolution 
2  (Adoption  of  the  International  Ship  and 
Port  Facility  Security  (ISPS)  Code);  Con- 
ference resolution  3  (Further  work  by  the 
IMO  pertaining  to  the  enhancement  of  ma- 
ritime security);  Conference  resolution  4 
(Future  amendments  to  Chapter  XI-1  and 
XI-2  of  the  1974  SOLAS  on  special  measures 
to  enhance  maritime  safety  and  security); 
Conference  resolution  5  (Promotion  of  tech- 
nical cooperation  and  assistance);  Confer- 
ence resolution  6  (Early  implementation  of 
the  special  measures  to  enhance  maritime 
security);  Conference  resolution  7  (Establish- 
ment of  appropriate  measures  to  enhance 
the  security  of  ships,  port  facilities,  mobile 
offshore  drilling  units  on  location  and  fixed 
and  floating  platforms  not  covered  by 
Chapter  XI-2  of  the  1974  SOLAS  Convent- 
ion); Conference  resolution  8  (Enhancement 
of  security  in  cooperation  with  the  ILO); 
Conference  resolution  9  (Enhancement  of 
security  in  cooperation  with  the  WCO);  and 
Conference  resolution  11  (Human  element- 
related  aspects  and  shore  leave  for  seafarers). 
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have  to  take  hasty  action  at  the  last 
minute  and  also  to  avoid  the  need  for 
control  action  against  ships  found 
not  in  compliance  with  the  applicable 
requirements  of  the  2002  December 
amendments  to  SOLAS  Convention 
and  the  ISPS  Code.38  It  was  also  pro- 
posed at  the  Fourth  Meeting  of  the 
Open-ended  Informal  Consultative  Pro- 
cess on  Ocean  and  Law  of  the  Sea, 
held  at  the  UN  Headquarters  from  2 
to  6  June  2003  that  the  UN  General 
Assembly  "[u]rge  States  to  implement, 
as  a  matter  of  priority,  maritime  se- 
curity legislation,  consistent  with 
UNCLOS  and  other  relevant  agree- 
ments for  the  benefit  of  world  sea- 
borne trade."39  The  United  States  is 
"very  pleased  and  satisfied"  with  the 
security  measures  contained  in  the 
new  amendments  to  the  1974  SOLAS 
Convention  and  the  ISPS  Code,  in- 
dicating that  the  new  IMO  regime 
"would  dramatically  increase  security 
requirements  for  ships  and  port  fa- 
cilities and  make  information  about 
vessels  and  owners  more  transpar- 
ent."40 


^IMO  MSC/Circ.1067, 28  February  2003. 

See  Report  on  the  work  of  the  United 
Nations  Open-ended  Informal  Consultative 
Process  on  Oceans  and  the  Law  of  the  Sea, 
Part  A  (Agreed  elements  to  be  suggested 
to  the  General  Assembly  for  consideration 
under  its  agenda  item  entitled  "oceans  and 
the  law  of  the  sea"),  para.  8(e). 

40"U.S.  Welcome  New  International 
Maritime  Security  Measures,"  the  US  Em- 
bassy Islamabad,  15  January  2003,  avail- 


INTERNATIONAL  SAFETY  MAN- 
AGEMENT CODE  AND  INTERNA- 
TIONAL SHIP  AND  PORT  FA- 
CILITIES SECURITY  CODE41 

The  International  Safety  Manage- 
ment Code  (ISM  Code)  was  adopted 
by  the  IMO  in  November  1993  and 
made  mandatory  under  Chapter  XI  of 
the  SOLAS  1974.  The  ISM  Code  aims 
to  ensure  safety  at  sea,  prevent  human 
injury  or  loss  of  life,  and  avoid  dam- 
age to  the  marine  environment  and 
property.  The  implementation  of  the 
code  was  divided  into  two  phases. 
Phase  I  came  into  force  on  1  July  1998 
and  was  applicable  to  passenger  ships 
including  high  speed  craft,  tankers, 
bulk  carriers  and  cargo  high  speed 
craft  of  500  gross  tons  and  above. 
Phase  II  came  into  force  on  1  July  2002 
and  is  applicable  to  all  other  vessels 
above  500  gross  tons  which  were  not 
covered  under  Phase  I  of  the  ISM 
Code.  These  include  general  cargo 
ships,  survey  vessels,  container  ships, 
ocean  tugs,  mobile  offshore  drilling 
units,  reefer  ships,  car  carriers,  live- 
stock carriers,  cement  carriers  and 
woodchip  carrier.  The  code  requires  a 
safety  management  system  (SMS)  to 
be  established  by  "the  Company"  de- 
fined as  the  shipowner  or  any  person 


able  at:  http://islamahad.usembassv.gov/ 
wwwhn.W11503.html. 

41The  full  text  of  ISPS  Code  Part  A,  and 
ISPS  Code  B  are  available  at:  http://www. 
ipta.org.uk/  maritime  security  msc76.htm. 
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who  has  assumed  responsibility  for 
operating  the  ship.  The  SMS  sets  out 
the  procedures  by  which  the  safety 
and  pollution  prevention  aspects  of 
a  ship  are  managed,  both  ashore  and 
on  board.  The  company  should  be 
able  to  follow  the  procedures  to  check 
that  it  complies,  and  continue  to 
comply,  with  the  various  rules  and  re- 
gulations provided,  for  example  in  the 
Load  Line  Regulation,  MARPOL, 
STCW,  other  chapters  of  SOLAS,  and 
other  relevant  international  instru- 
ments. The  Company  is  required  to 
provide  the  necessary  resources  and 
shore-based  support  to  implement  the 
SMS.  The  Company  is  also  expected 
to  designate  a  person  or  persons 
ashore  (DPA)  having  direct  access  to 
the  highest  level  of  management  to 
ensure  the  safe  operation  of  each  ship 
and  to  provide  a  link  between  uie  Com- 
pany and  those  on  board.  The  Admin- 
istration (the  State  whose  flag  the  ship 
is  entitled  to  fly)  or  the  organization(s) 
recognized  by  the  Administration  is 
responsible  for  verifying  compliance 
with  the  requirements  of  the  ISM  Code 
by  issuing  a  Document  of  Compli- 
ance (DOC).  It  is  also  responsible  for 
issuing  the  Safety  Management  Cer- 
tificate (SMC).42 

In  addition  to  the  new  provisions 
in  the  1974  SOLAS  Convention,  the 


42For  more  information,  visit  the  web 
site  of  the  IMO  at:  http:  /  /www.IMO.org  / 
Newsroom  /contents.asp?doc  id  =  1364 
&tnpic  id=477. 


December  2002  SOLAS  Contracting 
Government  Conference  on  Maritime 
Security  also  adopted  the  International 
Ship  and  Port  facilities  Security  code 
(ISPS  Code),  which  forms  the  interna- 
tional framework  through  ships  and 
port  facilities  can  cooperate  to  detect 
and  deter  acts  which  threaten  security 
in  the  maritime  transport  sector.  The 
code  establishes  roles  and  respons- 
ibilities, enables  collection  and  ex- 
change of  security  information,  pro- 
vides a  methodology  for  assessing 
security,  and  ensure  that  adequate  se- 
curity measures  are  in  place,  with  the 
aim  to  implement  the  new  Chapter 
XI-2  of  the  1974  SOLAS  Convention 
and  thus  to  enhance  maritime  se- 
curity. The  ISPS  Code  has  two  parts, 
A  and  B.  Part  A  is  mandatory  for  the 
purpose  of  compliance  with  Chapter 
XI-2  and  Part  B  is  to  be  used  as  a 
guide  and  treated  as  recommendatory. 
The  following  provisions  and  re- 
quirements are  prescribed  in  the  ISPS 
Code: 

(A)  A  ship  is  required  to  carry  on 
board  a  ship  security  plan  ap- 
proved by  the  Flag  State  on  the 
basis  of  a  ship  security  assessment; 

(B)  The  Company  operating  a  ship 
shall  designate  a  Company  Se- 
curity Officer  (CSO)  for  the  ship. 
However,  a  person  designated  as 
the  CSO  may  act  as  the  Company 
Security  Officer  for  one  or  more 
ships,  depending  on  the  number 
or  types  of  ships  the  Company 
operates  provided  it  is  clearly 
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identified  for  which  ships  this 
person  is  responsible  with  respect 
to  Chapter  XI-2  and  the  ISPS  Code; 

(C)  Each  ship  is  required  to  have  a 
designated  Ship  Security  Officer 
(SSO); 

(D)  The  CSO,  the  SSO,  appropriate 
shore-based  personnel  and  ship- 
board personnel  having  specific 
security  duties  and  responsibilities 
are  required  to  undergo  training 
in  maritime  security  in  accordance 
with  the  guidance  given  in  Part  B 
of  the  ISPS  Code; 

(E)  Drills  and  exercises  with  respect 
to  the  ship  security  plan  are  re- 
quired to  be  carried  out  at  ap- 
propriate intervals  by  all  parties 
concerned  with  the  ship  security 
plan.  The  CSO  and  appropriate 
shore-based  personnel  are  also  re- 
quired to  participate  in  the  drills 
and  exercises  to  ensure  effective 
shore-ship  co-ordination  with  re- 
spect to  the  ship  security  plan; 

(F)  A  ship,  after  a  verification  that  the 
ship  complies  with  Chapter  XI-2 
and  the  ISPS  Code,  will  be  granted 
an  International  Ship  Security  Cer- 
tificate (ISS  Certificate)  valid  for 
a  period  not  exceeding  5  years. 
Within  the  5-year  validity  period 
of  the  ISS  Certificate,  the  ship  is 
required  to  have  an  intermediate 
verification  which  will  be  endorsed 
on  the  ISS  Certificate.43 


43For  the  summary  of  the  ISPS  Code, 
see  Marine  Circular  to  Shipowners,  No.  3  of 


Part  A  of  the  ISPS  Code  also  re- 
quires ships  to  act  on  the  security 
levels44  set  by  the  Port  State  of  the 
Flag  state,  whichever  is  appropriate, 
to  carry  out  security  activities  with 
the  aims  of  identifying  and  taking 
preventive  measures  against  "security 
incidents,"  which  is  defined  in  Chapter 
X-2  as  "any  suspicious  act  or  circum- 
stance threatening  the  security  of  a 
ship,  including  a  mobile  offshore 
drilling  unit  and  a  high  speed  craft, 
or  of  a  port  facility  or  of  any  ship/ 
port  interface  or  any  ship  to  ship 
activity."45 


2003,  Maritime  and  Port  Authority  of  Singa- 
pore, March  12,  2003,  available  at:  http:// 
www.mpa.gov.sg/homepage/mcp/  mc03- 
03.htm. 

44The  term  "security  level"  is  defined 
in  SOLAS  Chapter  XI-2  as  "the  qualification 
of  the  degree  of  risk  that  a  security  incident 
will  be  attempted  or  will  occur."  There  are 
three  security  levels,  namely  Security  Level 
1,  Security  Level  2,  and  Security  Level  3, 
defined  in  the  ISOS  Code.  Security  level  a 
means  the  level  for  which  minimum  appro- 
priate protective  security  measures  should 
be  maintained  at  all  times;  Security  level  2 
means  the  level  for  which  appropriate 
additional  protective  security  measures 
should  be  maintained  for  a  period  of  time 
as  a  result  of  heightened  risk  of  a  security 
incident;  and  Security  level  3  means  the  level 
for  which  further  specific  protective  se- 
curity measures  should  be  maintained  for 
a  limited  period  of  time  when  a  security  in- 
cident is  probable  or  imminent,  although 
it  may  not  be  possible  to  identify  the  spe- 
cific target.  See  Part  A  of  the  ISPS  Code,  2.9, 
2.10  &  2.11. 

45SOLAS  Chapter  XI-2  Regulation  1 
(Definitions)  (1.13). 
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While  the  ISPS  Code  cannot  be 
amended  before  its  entry  into  force,  a 
number  of  recommendations  were  pro- 
posed and  discussed  at  the  77th  ses- 
sion of  the  IMO's  Maritime  Safety 
Committee  and  in  particular  its  Mari- 
time security  Working  Group,  held  be- 
tween 28  May  -  6  June  2003,  which 
include  the  introduction  of  Long  Range 
Identification  and  Tracking  (LRIT), 
training  standards  for  security  officers 
becoming  part  cf  the  STCW  95  Con- 
vention, "Floating  Production,  Storage 
and  Offloading"  (FPSO),  "Floating 
Storage  Units"  (FSU)  and  "Single  Buoy 
Moorings"  (SBM),  and  others.46 

101  IMO  member  countries  signed 
the  ISPS  Code  at  the  Diplomatic  Con- 
ference on  Maritime  Security  on  13 
December  2002.  Among  them,  the 
following  are  member  countries,  eco- 
nomies, or  national  committees  of  the 
APEC,  PECC,  ASEAN,  ARF,  and 
CSCAP:  Australia,  Canada,  China, 
Colombia,  Ecuador,  India,  Indonesia, 
Japan,  DPRK,  ROK,  Malaysia,  Mexico, 
the  Philippines,  Russian  Federation, 
Singapore,  Thailand,  United  States, 
and  Vietnam.  It  is  expected  that  the 


46ISPS  Code  update  following  the  77th 
Session  of  the  Maritime  Safety  Committee, 
IMO  Headquarters,  London,  28  May-6  June 
2003.  Summary  is  available  in  the  website 
of  the  IMO  at:  http://www.imo.org/News- 
roommainframe.asp?topic  id=110&doc  id=2795. 
See  also  Summary  of  the  deliberation  of  the 
Maritime  Safety  Working  Group  by  Angus 
L.  McLean,  Lloyd's  Register  of  Shipping. 


ISPS  Code  will  enter  into  force  on 
1  July  2003.47 

THE  1988  SUA  CONVENTION 
AND  THE  1988  SUA  PROTOCOL 

The  convention  for  the  the  Sup- 
pression of  Unlawful  Acts  against  the 
Safety  of  Maritime  Navigation  (the 
1988  SUA)  was  adopted  in  a  con- 
ference held  in  Rome  in  March  1988 
and  entered  into  force  on  1  March 
1992.  It  applies  to  the  offences  of  di- 
rect involvement  or  complicity  in  the 
intentional  and  unlawful  threatened, 
attempted  or  actual  endangerment  of 
the  safe  navigation  of  a  ship  by  the  com- 
mission of  any  of  the  following  acts: 
seizure  of  or  exercise  of  control  over 
a  ship  by  any  form  of  intimidation; 
violence  against  a  person  on  board 
a  ship;  destruction  of  a  ship  or  the 
cause  of  damage  to  a  ship  or  to  its 
cargo;  placement  on  a  ship  of  a  de- 
vice or  substance  which  is  likely  to 
destroy  or  cause  damage  to  that  ship 
or  its  cargo;  destruction  of,  serious 
damaging  of,  or  interference  with 
maritime  navigational  facilities;  know- 
ing communication  of  false  inform- 
ation; injury  to  or  murder  of  any 
person  in  connection  with  any  of  the 


47See  Spike  Security  Experts,  ISPS  Code 
Contracting  Governments,  IMO  Member 
States  Signing  the  ISPS  Code,  London,  12- 
2002,  available  at:  http:  /  /  /www.spikesecurity. 
com  /cgi-bin  /index.cgi?m= main  &P=index&s= 

msisps. 
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preceding  acts.  The  Convention  applies 
to  ships  navigating  or  scheduled  to 
navigate  into,  through  or  from  waters 
beyond  the  outer  limit  of  the  territorial 
sea  of  a  single  State,  or  the  lateral  limits 
of  its  territorial  sea  with  adjacent  States, 
or  when  the  alleged  offender  is  found 
in  the  territory  of  a  State  Party.  This 
convention  obliges  Contracting  Gov- 
ernments either  to  extradite  or  pro- 
secute alleged  offenders. 

The  Protocol  for  Suppression  of 
Unlawful  Acts  against  the  Safety  of 
Fixed  Platforms  Located  on  the  Conti- 
nental Shelf  (the  1988  SUA  PROT)  was 
also  adopted  in  March  1988  and  en- 
tered into  force  on  1  March  1992.  The 
protocol  applies  to  the  offences  de- 
scribed in  the  SUA  Convention  when 
committed  in  relation  to  a  "fixed  plat- 
form", defined  as  an  artificial  island, 
installation  or  structure  permanently 
attached  to  the  sea-bed  for  the  purpose 
of  exploration  or  exploitation  of  re- 
sources or  for  other  economic  pur- 
poses. The  protocol  obliges  state  par- 
ties to  establish  their  jurisdiction  over 
the  offences  described  in  Article  2, 
make  the  offences  punishable  by  ap- 
propriate penalties,  take  alleged  of- 
fenders into  custody,  and  to  prosecute 
or  extradite  them. 

Following  the  adoption  of  the  IMO 
Assembly  Resolution  A.924(22)  in 
November  2001,  calling  for  a  review 
of  measures  and  procedures  to  pre- 
vent acts  of  terrorism  which  threaten 
the  security  of  passengers  and  crews 


and  the  safety  of  ships,  the  Legal  Com- 
mittee of  IMO  began  its  detailed  re- 
view of  the  SUA  Convention  and  its 
related  Protocol.  During  its  85th  ses- 
sion, held  on  22-24  October  2002,  the 
Legal  Committee  held  a  preliminary 
exchange  of  views  regarding  the  text 
of  draft  proposed  amendments  to  the 
SUA  Convention  (1988)  and  its  related 
protocol.  The  proposed  amendments, 
developed  by  a  Correspondence  Group, 
would  expand  the  list  of  offences  in 
Article  3  of  the  SUA  Convention  to 
ensure  that  it  sufficiently  covers  a 
wide  range  of  criminal  and  terrorist 
acts  and  would  introduce  a  variety  of 
measures  aimed  at  strengthening  the 
effectiveness  of  the  convention.  The 
Legal  Committee  discussed  the  seven 
proposed  offences,  which  include  four 
new  offences  concerned  activities  taking 
place  on  the  ship  or  directed  toward 
the  ship  that  involve  a  terrorist  pur- 
pose; one  new  offence  concerned  the 
presence  of  tools  or  substances  not 
usually  used  on  a  ship  but  useful  in  a 
weapon  of  mass  destruction  (WMD); 
and  another  two  new  offences  con- 
cerned use  of  the  ships  for  transport 
of  substances  to  be  used  for  mass  de- 
struction.48 

At  the  86th  session  of  the  Legal 
Committee,  held  on  28  April  -  2  May 


48For  SUA  review,  Legal  Committee, 
85th  session,  21-25  October  2002,  visit  the 
IMO's  web  site  at:  http:  /  /www.imo.org/ 
Newsroom/mainframe.asp?tQpic  id  = 
2fl0fodoc  id=2327- 
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2003,  it  was  agreed  that  there  was  a 
need  to  amend  the  SUA  Convention  in 
the  light  of  new  situation  arising  from 
the  increase  in  international  terrorism. 
During  the  discussion,  the  Commit- 
tee agreed  to  insert  a  reference  to  the 
protection  of  rights  and  freedoms  of 
seafarers  in  the  proposed  text.  The  com- 
mittee also  recognized  that  there  was 
a  need  to  include  offences  against  se- 
curity of  navigation  alongside  with 
the  existing  offences  against  the  safety 
of  navigation  provided  in  Article  3  of 
the  SUA  convention.  The  re-established 
Correspondence  Group  was  asked  to 
continue  the  work,  including  taking 
into  consideration  other  conventions 
and  protocols  relating  to  terrorism; 
continuing  the  review  of  the  offences 
in  Article  3  of  the  SUA  Convention 
and  Article  2  of  the  1988  SUA  Protocol 
to  ensure  that  a  wide  range  of  unlaw- 
ful acts,  including  terrorist  acts,  are 
sufficiently  covered  by  these  two  in- 
struments in  light  of  the  experience  of 
the  September  11th  terrorist  attacks  in 
the  United  States;  and  addressing  the 
revision  of  the  offence  provisions  and 
the  future  development  of  the  pro- 
visions relating  to  boarding.49  The 
87th  session  of  the  Legal  Committee 
was  held  at  IMO  Headquarters  on 
13-17  October  2003. 


As  of  30  June  2003,  ninety  states 
had  ratified  the  SUA  Convention  and 
82  ratified  the  1988  SUA  PROT.  The 
resolution  adopted  by  the  UN  Gen- 
eral assembly  at  its  74  plenary  meeting 
on  12  December  2002  urged  states  to 
become  parties  to  the  SUA  Convention 
and  its  Protocol.  States  were  also  in- 
vited to  participate  in  the  review  of 
the  instruments  by  the  Legal  Com- 
mittee of  the  IMO  to  strengthen  the 
means  of  combating  such  unlawful 
acts,  including  terrorist  acts.  In  ad- 
dition, states  are  asked  to  take  appro- 
priate measures  to  ensure  the  ef- 
fective implementation  of  these  instru- 
ments.50 However,  among  the  member 
countries,  economies,  or  national  com- 
mittees of  the  PECC,  APEC,  ASEAN, 
ARF,  and  CSCAP,  only  the  following 
countries  are  contracting  parties  to  the 
1988  SUA  Convention  and  SUA  PROT: 
Australia,  Canada,  Chile,  Ecuador, 
India,  Japan,  Mexico,  New  Zealand, 
Peru,   Republic   of  Korea,  Russian 
Federation,  the  United  States,  and 
Vietnam.  Vietnam  is  the  only  member 
state  of  ASEAN  that  ratified  the  SUA 
Convention  and  its  protocol. 

THE  1958  SEAFARERS'  IDENTITY 
DOCUMENTS  CONVENTION  (C 
NO.  108)51  AND  THE  2003  SEA- 


For  Review  of  SUA  Convention  and 
Protocol,  Legal  Committee,  86th  session,  28 
April  -  2  May  2003,  visit  the  IMO's  web  site 
a^  http://www.imo.nrg /Newsroom /main- 
frame. asp?topic  id=?80  &doc  id=2327. 


5UUN  General  Assembly,  A/RES/57/ 
141,  21  February  2003,  para.  28. 

51For  the  text  of  this  Convention,  visit 
the  web  site  of  the  International  Labor  Or- 
ganization at:  http://bravo.ilo.org/ilolex/ 
cgi-Iex/convde.pl?C108. 
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FAKERS'  IDENTITY  DOCUMENTS 
CONVENTION,  AS  REVISED  (C 
NO.  185)52 

This  Convention  was  adopted  on 
13  May  1958  and  entered  into  force  on 
19  February  1961.  It  was  adopted  to 
govern  the  issue  of  seafarers'  identity 
documents  and  their  right,  if  holding 
a  valid  seafarer's  identity  document,  to 
entry  into  a  territory  for  which  this  Con- 
vention is  in  force  for  shore  leave.53 
The  1958  Seafarers  Identity  Documents 
Convention  was  ratified  by  62  coun- 
tries, among  them  only  Canada  and 
Russian  Federation  are  countries  in  the 
Asia  Pacific  region,  and  are  members 
of  the  APEC,  PECC,  ARF,  and  CSCAP.54 
The  United  States  did  not  ratify  this 
Convention.  None  of  the  member  states 
of  ASEAN  are  contracting  parties  to 
the  1958  Seafarers  Identity  Documents 
Convention  (C  108).  This  Convention 
No.108  was  revised  in  2003  and  accord- 
ingly replaced  by  the  2003  Seafarers 
Identity  Documents  Convention  (C 
185). 55  Following  entry  into  force  of 


52Ibid. 

See  in  particular  Articles  3,  4,  and  6 
of  the  Seafarers'  Identity  Documents  Con- 
vention, 1958  (C  108),  ibid. 

^For  a  list  of  countries  that  ratified  the 
Seafarers'  Identity  Documents  Convention, 
1958  (C  108),  visit  the  web  site  of  ILO  at: 
http://bravo.ilo.org/ilolex/cgi-lex/ratifce.pl? 
£108.. 

55For  the  text,  visit  ILO's  web  site  at: 
http://hravn.iln.nrg/ilolex/cgi-lex/ 

convde.pl?  C185 


Convention  No.  185,  the  1958  Seafarers 
Identity  Documents  Convention  (C  108) 
is  no  longer  open  to  ratification. 

The  September  11th  terrorist  at- 
tacks in  the  United  States  awakened 
the  maritime  world  to  the  vulner- 
ability of  seaports  and  the  necessity 
for  greater  security  measures  to  pro- 
tect seaports  against  terrorist  attacks. 
One  of  the  preventive  measures  taken 
is  to  impose  various  security  restrict- 
ions to  crewmembers  while  the  ship 
is  in  port.  In  November  2001,  the  US 
Coast  Guard  proposed  to  the  IMO 
that  it  develop  a  comprehensive  in- 
ternational maritime  security  regime 
that  would  eventually  place  new  se- 
curity responsibilities  on  vessels  and 
their  crews  as  well  on  governments, 
shipping  companies,  ports,  and  port 
facilities.  One  of  the  more  than  70  pro- 
posals made  by  the  US  to  the  IMO 
was  related  to  developing  standards 
for  an  international  seafarers'  identity 
document.  The  IMO  sent  the  US  pro- 
posal to  the  ILO  because  the  ILO  al- 
ready has  the  1958  Seafarers  Identity 
Documents  Convention.  The  ILO  held 
consultations  with  experts  and  govern- 
ments and  circulated  a  questionnaire 
to  members  of  the  organization.56 


56For  more  information,  see  Douglas 
B.  Stevenson,  "Symposium:  Admiralty  Law 
Institute:  Confused  Seas:  Admiralty  Law 
in  the  Wake  of  terrorism:  The  Burden  that 
9/11  Imposed  on  Seafarers,"  Tulane  Law 
Review  77,  (June  2003):  1422-1423. 
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Subsequently,  on  19  June  2003,  the 
Convention  replacing  the  Seafarers 
Identity  Documents  Convention  of  1958 
was  adopted  at  the  91st  session  of  the 
Governing  Body  of  the  International 
Labor  Office  with  the  aim  of  addressing 
the  "continuing  threat  to  the  security 
of  passengers  and  crews  and  the  safety 
of  ships"  while  maintaining  the  ILO's 
mandate  "to  promote  decent  condit- 
ions of  work"  and  considering  that 
seafarers  need  special  protection,  given 
the  global  nature  of  the  shipping 
industry.57 

Article  2(1)  of  the  Convention  pro- 
vides that  "[e]ach  Member  for  which 
this  Convention  is  in  force  shall  issue 
to  each  of  its  nationals  who  is  a  seafarer 
and  makes  an  application  to  that 
effect  a  seafarer's  identity  document." 
The  document  should  be  designed  to 
prevent  tampering  and  falsification 
and  should  generally  be  accessible  to 
governments  at  the  lowest  cost  pos- 
sible while  achieving  the  purpose  of 
the  Convention.  Some  features  of  the 
model  seafarers'  identity  document 
include  at  least  one  of  several  security 
features  such  as  watermarks,  ultra- 
violet security  features,  holograms 
and  laser  engraving.58  Article  4  of 


See  preambulary  clauses  of  the  Sea- 
farers' Identity  Documents  Convention  (Re- 
vised) of  2003  (C  185). 

58See  Annex  I  (Model  for  seafarers' 
identity  document)  to  the  Seafarers'  Identity 
Documents  Convention  (Revised)  of  2003 
(C  185). 


the  Convention  provides  that  each 
Member  shall  record  the  identity  doc- 
uments issued,  suspended  or  with- 
drawn by  means  of  an  electronic  data- 
base. Article  4(4)  provides  that  each 
member  shall  designate  a  permanent 
"focal  point  for  responding  to  in- 
quiries, from  the  immigration  or  other 
competent  authorities  of  all  Members 
of  the  Organization,  concerning  the 
authenticity  and  validity  of  the  sea- 
farers' identity  document  issued  by 
its  authority." 

Regarding  the  facilitation  of  shore 
leave  and  transit  of  seafarers,  Article  6 
(1)  of  the  Convention  provides  that 
"[a]ny  seafarer  who  holds  a  valid  sea- 
farers' identity  document  issued  in 
accordance  with  the  provisions  of  this 
Convention  by  a  Member  for  which 
the  Convention  is  in  force  shall  be 
recognized  as  a  seafarer  within  the 
meaning  of  the  Convention  unless 
clear  grounds  exist  for  doubting  the 
authenticity  of  the  seafarers'  identity 
document".  In  terms  of  identity  verif- 
ication for  seafarers  seeking  entry, 
Article  6(2)  provides  that  any  verific- 
ation, related  inquiry,  and  formal- 
ities needed  for  security  reasons  shall 
be  at  no  cost  to  the  seafarer  or  to  the 
ship  owners.  In  terms  of  shore  leave, 
Article  6(5)  provides  that  shore  leave 
shall  be  granted  unless  the  competent 
authorities  have  reason  to  refuse 
permission  on  grounds  of  public 
health,  public  safety,  public  order  or 
national  security.  Article  6(6)  provides 
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that  for  the  purpose  of  shore  leave, 
"seafarers  shall  not  be  required  to 
hold  a  visa",  and  that  any  Member 
which  is  not  in  a  position  to  fully  im- 
plement this  requirement  "shall  en- 
sure that  its  laws  and  regulations  or 
practice  provide  arrangements  that  are 
substantially  equivalent."  Article  12 
paragraph  2  provides  that  the  Con- 
vention shall  come  into  force  six 
months  after  ratification  by  two  Mem- 
bers. After  the  entry  into  force  of  the 
Convention,  it  will  become  binding 
to  any  Members  six  month  after  the 
date  on  which  its  ratifications  has  been 
registered  with  the  Director-General 
of  the  International  Labor  Office.59 
As  of  1  September  2003,  this  Con- 
vention was  not  ratified  by  any  coun- 
try. However,  countries  that  are  pre- 
paring to  issue  seafarers'  identity  doc- 
uments under  the  new  standard  es- 
tablished by  the  ILO  can  speed  im- 
plementation with  Datastrip's  Data- 
strip2D,  the  only  two-dimensional  bar 
code  technology  capable  of  storing 
two  biometric  templates,  a  digitized 
photo  and  encrypted  biographical  in- 
formation in  a  small  footprint,  roughly 
the  size  of  a  magnetic  stripe.  The  Data- 
strip  system  exceeds  the  ILO's  one- 
biometric  requirement  and  complies 
with  all  other  ILO  criteria,  including 
tamper  resistance,  machine-readability, 
low  cost  and  aggressive  error  cor- 


Paragraph  3  of  Article  12. 


rection  that  will  endure  the  harsh 
maritime  environment.60 

THE  1978  CONVENTION  ON 
STANDARDS  OF  TRAINING, 
CERTIFICATION  AND  WATCH- 
KEEPING  FOR  SEAFARERS 

The  International  Convention  on 
Standards  of  Training,  Certification 
and  Watchkeeping  for  Seafarers  (the 
1978  STCW  Convention)  was  adopted 
under  the  IMO's  auspices  in  July  1978. 
It  entered  into  force  on  28  April  1984. 
The  convention  lays  down  mandatory 
minimum  requirements  for  the  cer- 
tification of  masters  and  other  officers 
and  prescribes  basic  principles  for 
keeping  navigation  and  engineering 
watches.  The  convention  was  exten- 
sively amended  at  a  conference  held 
in  London  from  26  June  to  7  July  1995 
to  bring  it  up  to  date  with  technical 
development  and  to  introduce  greater 
uniformity  in  its  implementation  by 
tightening  up  some  of  the  rather  loose 
language  of  the  original  1978  con- 
vention. While  the  1995  amendments 
entered  into  force  on  1  February  1997, 
the  original  1978  text  of  the  STCW 
Convention  continued  to  apply  „to 
many  of  the  world's  ships  and  sea- 
farers until  the  year  2002.  The  articles 


60See  Datastrip's  2D  Bar  Code  Techno- 
logy Helps  Comate  Terrorism  at  Sea,  Ex- 
ceeding New  ILO  Standards  for  Seafarers' 
Identity  Documents,  PR  Newswire,  5  August 
2003. 
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of  the  convention  include  requirements 
relating  to  issues  surrounding  cer- 
tification and  port  state  control.  One 
especially  important  feature  of  the 
STCW  Convention  is  that  it  applies  to 
ships  of  non-parties  when  visiting 
ports  of  states  which  are  parties  to 
this  convention.  A  new  STCW  Code 
was  also  adopted  in  1995,  to  which 
many  technical  regulations  adopted 
by  the  1978  conference  were  trans- 
ferred. Part  A  of  the  Code  is  man- 
datory while  Part  B  is  recommended.61 

As  of  30  June  2003,  as  many  as  144 
countries  had  ratified  the  STCW  Con- 
vention. All  of  the  member  countries, 
economies,  and  national  committees 
of  the  APEC,  PECC,  ASEAN,  ARF, 
and  CSCAP  are  contracting  parties  to 
the  STCW  Convention,  with  the  ex- 
ception of  Laos  and  Chinese  Taipei. 

THE  1979  CONVENTION  ON 
MARITIME  SEARCH  AND 
RESCUE 

The  Convention  on  Maritime  Search 
and  Rescue  (the  1979  SAR  Convention) 
was  adopted  in  a  conference  held  in 
Hamburg  in  April  1979  and  entered 
into  force  on  22  June  1985.  The  aim 
of  the  convention  is  to  develop  an  in- 
ternational SAR  plan  so  that  no  matter 


61For  more  information  about  the 
STCW  Convention  and  its  amendments, 
visit  the  web  site  of  the  IMO  at:  http:// 
www.imo.org/Conventions/contents.asp? 
doc  id=651&topic  id=257. 


where  an  accident  occurs,  the  rescue 
of  persons  in  distress  at  sea  will  be 
coordinated  by  a  SAR  organization 
and  when  necessary,  by  cooperation 
between  neighboring  SAR  organiza- 
tions. The  technical  requirements  of  the 
SAR  Convention  are  contained  in  an 
Annex,  which  was  divided  into  five 
chapters.  Parties  to  the  convention 
are  required  to  ensure  that  arrange- 
ments are  made  for  the  provision  of 
adequate  SAR  services  in  their  coastal 
waters.  State  parties  to  the  convention 
are  encouraged  to  enter  into  SAR  ar- 
rangements with  neighbouring  states 
involving  the  establishment  of  SAR 
regions,  the  pooling  of  facilities,  es- 
tablishment of  common  procedures, 
training  and  liaison  visits.  States 
parties  have  the  obligation  under 
the  convention  to  take  measures  to  ex- 
pedite entry  into  its  territorial  waters 
of  rescue  units  from  other  parties. 
Parties  to  the  convention  are  also  re- 
quired to  establish  ship  reporting  sys- 
tem. Following  the  adoption  of  the 
1979  SAR  Convention,  the  Maritime 
Safety  Committee  of  the  IMO  divided 
the  world's  oceans  into  13  SAR  areas, 
in  each  of  which  the  countries  con- 
cerned have  delimited  search  and 
rescue  regions  for  which  they  are  re- 
sponsible. Amendment  to  the  1979 
SAR  Convention  was  adopted  in  1998, 
which  entered  into  force  on  1  January 
2000.  The  revised  technical  Annex  of 
the  SAR  Convention  clarifies  the  re- 
sponsibilities of  governments  and 
puts  greater  emphasis  on  the  regional 
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approach  and  coordination  between 
maritime  and  aeronautical  SAR  op- 
erations.62 

As  of  30  June  2003,  the  1979  SAR 
Convention  was  ratified  by  77  coun- 
tries. Seventeen  member  countries, 
economies,  or  national  committees  of 
the  APEC,  PECC,  ASEAN,  ARF,  and 
CSCAP  are  contracting  parties  to  the 
1979  SAR  Convention,  which  are  Aus- 
tralia, Canada,  Chile,  China,  Colombia, 
Ecuador,  India,  Japan,  Mexico,  New 
Zealand,  PNG,  Peru,  Republic  of  Ko- 
rea, Russian  Federation,  Singapore, 
the  United  States,  and  Hong  Kong 
(China).  Eleven  member  countries, 
economies,  or  national  committees  of 
the  five  organizations  in  the  Asia 
Pacific  region  have  not  yet  ratified  the 
SAR  Convention.  They  are  Brunei, 
DPRK,  Indonesia,  Lao,  Malaysia, 
Mongolia,  Myanmar,  the  Philippines, 
Thailand,  Vietnam,  and  Chinese  Tai- 
pei. Eight  out  of  the  ten  member  states 
of  ASEAN  are  not  state  parties  to 
the  SAR  Convention. 

THE  1972  CONVENTION  ON 
SAFE  CONTAINERS 

Over  90%  of  world  cargo  moves 
by  container.  Over  200  million  cargo 
containers  move  between  major  sea- 
ports each  year.  In  the  United  States, 
almost  half  of  incoming  trade  (by 


62For  more  information  about  the  1979 
SAR  Convention,  visit  the  web  sit  of  the 
IMO  at:  http://www.imo.org/rnnventions/ 
content.asp?doc  id=653&topic  id=257. 


value)  arrives  by  ship.  In  many  coun- 
tries, such  as  the  United  Kingdom, 
Japan,  and  South  Korea,  over  90%  of 
trade  volume  arrives  or  leaves  by  sea, 
In  the  wake  of  the  September  11th  ter- 
rorist attacks  in  the  United  States,  there 
has  been  increased  global  concern, 
most  recently  expressed  by  G-8,  APEC 
and  in  the  IMO  that  container  ship- 
ment could  be  vulnerable  to  acts  of 
international  terrorism  or  organized 
crime.  As  far  back  as  in  1972,  the  In- 
ternational Convention  on  Safe  Con- 
tainers (CSC)  had  already  been  adopted 
at  a  conference  jointly  convened  by 
the  United  Nations  and  IMO.  The  1972 
CSC  aimed  to  maintain  a  high  level  of 
safety  of  human  life  in  the  transport 
and  handling  of  containers  by  pro- 
viding generally  acceptable  test  pro- 
cedures and  related  strengthen  re- 
quirements, and  to  facilitate  the  in- 
ternational transport  of  containers  by 
providing  uniform  international  safety 
regulation,  equally  applicable  to  all 
modes  of  surface  transport.  This  con- 
vention has  two  annexes.  Annex  I 
includes  regulations  for  the  testing, 
inspection,  approval  and  maintenance 
of  containers.  Annex  II  covers  struc- 
tural safety  requirements  and  tests, 
including  details  of  test  procedure. 
Since  its  entry  into  force,  the  convention 
has  been  amended  four  times.63 


63For  more  information,  visit  the  web 
site  of  the  IMO  at:  http: /  /www.imo.org/ 
Conventions /rontent.asp?topic  id=257&doc  id 
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On  3G  June  2003,  the  Convention 
was  ratified  by  72  countries.  Among 
them,  15  are  member  countries,  eco- 
nomies, or  national  committees  of  the 
APEC,  PECC,  ASEAN,  ARF,  and 
CSCAP,  which  are  Australia,  Canada, 
Chile,  China,  Hong  Kong/China,  North 
Korea,  India,  Indonesia,  Japan,  Mexico, 
New  Zealand,  Peru,  Republic  of  Ko- 
rea, Russian  Federation,  and  the  United 
States.  Another  14  member  countries, 
economies,  or  national  committees  of 
the  five  organizations  are  not  yet  con- 
tracting parties  to  the  1972  CSC,  which 
are  Brunei,  Cambodia,  Colombia,  Ecu- 
ador, Lao,  Malaysia,  Mongolia,  Myan- 
mar,  PNG,  the  Philippines,  Singapore, 
Thailand,  Vietnam,  and  Chinese  Taipei. 
It  is  noted  that  Singapore  and  Kaoh- 
siung  of  Chinese  Taipei,  ranked  as  the 
third  and  fourth  of  the  20  megaports 
in  the  world,  are  not  yet  contracting 
parties  to  the  1972  CSC. 

Since  the  tragic  events  of  September 
11th,  a  number  of  initiatives  have 
been  launched  by  the  international 
governmental  organizations,  in  par- 
ticular, the  UN,  WTO,  IMO,  ADB,  APEC, 
World  Custom  Organization  (WCO), 
and  countries  such  as  the  Untied 
States  to  tighten  international  supply- 
chain  security.  The  US  launched  the 
Customs  Container  Security  Initiative 
in  January  2002  to  establish  security 
criteria  for  identifying  high-risk  con- 
tainers, pre-screen  containers  before 
they  are  shipped  to  the  U.S.,  use  tech- 
nology to  pre-screen  high-risk  con- 
tainers, and  develop  and  use  smart 


and  secure  containers.64  The  IMO  took 
actions  to  amend  the  1974  SOLAS 
and  adopted  the  ISPS  Code.  The 
APEC  launched  the  STAR  program.65 
The  WCO  adopted  a  Council  Resolut- 
ion on  Security  and  Facilitation  of  the 
International  Trade  Supply  Chain.66 
In  an  action  plan  announced  at  the 
G-8  Evian  Summit  in  June  2003,  the 
G-8  leaders  promised  to  work  together 
to  reinforce  container  security  arrange- 
ment generally  and  to  develop  spe- 
cifically, within  the  WCO,  join  stand- 
ards and  guidelines  for  electronic 
transmission  of  customs  data  for  cargo 
and  a  standardized  set  of  date  elements 
to  identify  high-risk  cargo.  They  will 
also  cooperate  to  combine  security 
needs  with  trade  facilitation.  The  G-8 
leaders  expressed  their  support  to  the 
CSI  and  international  cooperation  in 
the  WCO  to  ensure  more  coordinated 


64Fact  Sheet:  U.S.  Customs  Service's 
Container  Security  Initiative,  22  February 
2002,  U.S.  Department  of  State,  International 
Information  Programs,  Washington  File, 
available  at:  http://usinfo.satate.gov/topic/ 
pol  /terror  /02022505.htm. 

65Mohd  Kamel  Othman,  "APEC  Trade 
Ministers  Praise  Secure  Trade  Initiative," 
Bernama  The  Malaysia  National  News 
Agency,  3  June  2003. 

66WCO  Council  approves  several  in- 
itiatives to  improve  the  security  and  facilit- 
ation of  the  international  Trade  Supply 
Chain,  press  release  of  the  World  Customs 
Organization,  July  4,  2003,  available  at: 
http://www.wroomd.orp/ie/En/Press/ 

munril2003.html. 
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approach  for  all  ports  handing  interna- 
tional cargo.67 

While  several  member  countries, 
economies,  or  national  committees  of 
the  APEC,  PECC,  ASEAN,  ARF,  and 
CSCAP  are  not  yet  contracting  parties 
to  the  1972  CSC,  they  agreed  to  par- 
ticipate in  the  US  Customs  Container 
Security  Initiative  (CSI).  For  instance, 
Malaysia  signed  a  declaration  of  prin- 
ciples to  join  the  US  CSI  at  Putrajaya, 
Malaysia  on  20  January  20  0  3. 68  In 
March  2003,  it  was  announced  that 
the  CSI  began  operational  at  the  port 
of  Singapore.69  An  agreement  was 
also  signed  between  the  US  and  Thai- 
land for  the  Port  of  Laem  Chabang 
on  11  June  2003. 70  Several  member 
countries,  economies,  or  national  com- 
mittees of  the  APEC,  PECC,  ASEAN, 


ARF,  and  CSCAP,  that  are  contracting 
parties  to  the  1972  CSC,  also  particip- 
ated in  the  CSI,  such  as  South  Korea, 
China,  and  Hong  Kong/China.  At 
the  time  of  this  writing,  the  govern- 
ments representing  the  top  20  ports 
account  for  68  percent  of  all  cargo  con- 
tainers arriving  at  US  seaports  have 
agreed  to  implement  CSI  during  the 
first  phase  of  implementation,  with 
the  exception  of  Chinese  Taipei.71 
Soon  after  the  September  11th  terror- 
ist attacks,  Taiwan's  Directorate-Gen- 
eral of  Customs  entered  a  cooperation 
agreement  with  the  United  States  to 
jointly  inspect  and  screen  containers 
departing  Taiwan  for  the  United 
States.72  It  was  report  that  the  U.S. 
government  is  stepping  up  the  pres- 
sure on  Taiwan's  main  Port  of  Kaoh- 
siung  to  join  the  anti-terror  CSI.73 


For  the  text  of  the  action  plan,  visit 
the  web  site  of  International  Information 
Program,  the  U.S.  Department,  at:  http.7/ 
usinfo.state.gov/topical/pol/terror/texts/ 
03060212.htm. 

Malaysia  Signs  on  to  Container  Se- 
curity Initiative,  U.S.  Embassy  Islamabad, 
available  at:  http://islamabad.usembassy. 
gov/wwwh03012306.html. 

69Text:  Container  Security  Initiative 
Now  Operational  in  Singapore,  International 
Information  Programs,  U.S.  Department  of 
State  available  at  http://usinfo.state.gov/ 
regional  /ea  /easec  /containersingapore.htm. 

70 

Homeland  Security  Department  En- 
hances Port  Security  Measures,  International 
Information  Programs,  U.S.  Department  of 
State,  available  at:  http:  /  / usinfo.state.gov  / 
topical/pol/terror/texts/03061224.htm. 


The  top  20  megaports  are:  (1)  Hong 
Kong;  (2)  Shanghai,  China;  (3)  Singapore; 
(4)  Kaohsiung,  Taiwan;  (5)  Rotterdam,  Ne- 
therlands; (6)  Pusan,  Republic  of  Korea;  (7) 
Bremerhaven,  Germany;  (8)  Tokyo,  Japan; 
(9)  Genoa,  Italy;  (10)  Yantian,  China;  (11) 
Antwerp,  Belgium;  (12)  Nagoya,  Japan;  (13) 
Le  Havre,  France;  (14)  Hamburg,  Germany; 
(15)  La  Spezia,  Italy;  (16)  Felixstowe,  United 
Kingdom;  (17)  Algeciras,  Spain;(18)  Kobe, 
Japan;  (19)  Yokohama,  Japan;  and,  (20) 
Laem  Chabang,  Thailand. 

72"Taiwan  Port  Linked  to  Global  Anti- 
terrorism Seaport  Network,"  Asia  Pulse,  16 
June  2003. 

73P.T.  Bangsberg,  Kaohsiung-CSI  talks 
set,  Journal  of  Commerce  Online,  8  August 
2003. 
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RESULTS  OF  THE  SURVEY 

Table  1  shows  that  slightly  less  than 
50%  of  the  21  member  economies  of 
the  APEC  have  not  yet  ratified  the  1988 
SUA  Convention  and  the  1988  SUA 
Protocol;  about  one  third  of  its  mem- 
ber economies  are  not  yet  contracting 
parties  to  the  1979  SAR  Convention 
and  the  1972  CSC.  Since  the  revised 
Seafarers'  Identity  Documents  Con- 
vention was  just  adopted  in  June  2003, 
none  of  the  APEC  member  economies 
has  ratified  the  convention.  All  but 
one  member  economies  (because  of 
its  unique  political  status)  of  the  APEC 
are  members  of  the  IMO  and  had 
ratified  the  1974  SOLAS  and  the  1978 
STCW  Conventions.  Canada,  Peru, 
Chinese  Taipei,  Thailand  and  the 
United  States  are  not  parties  to  the 
1982  UNCLOS.  But  again,  as  men- 
tioned earlier,  Canada  and  the  United 
States  are  now  considering  becoming 
parties  to  the  UNCLOS. 

Slightly  less  than  50%  of  the  25 
national  committees  of  the  PECC  have 
not  yet  ratified  the  1988  SUA  Con- 
vention and  its  protocol.  Nine  out  of 
25  members  of  the  organization  are 
not  contracting  parties  to  the  1979 
SAR;  11  of  them  have  not  yet  done 
so  to  ratify  the  1972  CSC.  All  members 
of  the  PECC,  except  Pacific  Islands 
Forum  and  Chinese  Taipei,  are  parties 
to  the  1974  SOLAS  and  the  1978 
STCW  Conventions.  Nine  PECC 
members  are  not  parties  to  the  UN- 
CLOS (see  Table  2). 


In  comparison  with  the  other  four 
organizations  in  the  Asia-Pacific  region, 
the  ASEAN  as  a  whole  has  a  poorer 
record  in  ratifying  the  international 
instruments  that  are  adopted  mainly 
or  partly  to  deal  with  matters  con- 
cerning maritime  safety  and  maritime 
security.  Except  Vietnam,  the  rest  of  9 
member  states  of  the  ASEAN  are  not 
contracting  parties  to  the  1988  SUA 
Convention  and  its  protocol.  All 
member  states  of  the  ASEAN  are  not 
parties  to  the  1958  Seafarers'  Identity 
Documents  Convention.  Only  one  mem- 
ber state  is  contracting  party  both  to 
the  1979  SAR  Convention  (i.e.,  Singa- 
pore) and  the  1072  CSC  (namely  Indo- 
nesia). However,  all  but  one  member 
state  of  the  ASEAN  has  not  yet  be- 
come party  to  the  1974  SOLAS  and  the 
1978  STCW  Conventions,  that  is  Laos. 
Cambodia  and  Thailand  are  the  only 
two  members  in  the  ASEAN  that 
are  out  of  the  club  of  UNCLOS.  (See 
Table  3) 

Among  23  participating  countries 
in  the  ARF,  four  are  not  yet  parties  to 
the  1982  UNCLOS;  13  are  not  parties 
to  both  the  1988  SUA  Convention  and 
its  protocol;  12  of  them  are  not  parties 
to  the  1979  SAR  Convention  and  11  of 
them  not  parties  to  the  1972  Container 
Safety  Convention.  Only  Laos  and 
the  EU  have  not  ratified  the  1974 
SOLAS  and  the  1978  STCW  Convent- 
ions. Cambodia,  Canada,  Thailand 
and  the  United  States  are  four  of  the 
23  participating  countries  in  the  ARF 
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that  have  not  yet  become  parties  to  the 
1982  UNCLOS.  (See  Table  4) 

Finally,  Table  5  shows  that  nearly 
half  of  the  19  governments  of  the  par- 
ticipating national  committees  of  the 
CSCAP  have  not  yet  done  so  to  ratify 
the  1988  SUA  Convention  and  its  pro- 
tocol, the  1979  SAR  Convention,  and 
the  1972  Container  Safety  Convention. 
All  but  the  EU  are  parties  to  the  1974 
SOLAS  and  the  1978  STCW  Convent- 
ion. Canada,  Thailand  and  the  United 
States  are  the  only  three  participating 
members  in  the  CSCAP  that  have  not 
yet  ratified  the  1982  UNCLOS. 

CONCLUSION 

Paragraph  3  of  the  CSCAP  Memo- 
randum No.  4  encourages  participat- 
ing member  countries  to  become  parties 
to  the  1982  UNCLOS  and  other  re- 
levant international  instruments,  re- 
cognizing that  this  will  contribute  to 
the  strengthening  of  peace,  security, 
cooperation,  sustainable  development 
and  friendly  relations  in  the  Asia 
Pacific  region.  Paragraph  15  of  the 
same  Memorandum  encourages  CSCAP 
member  countries  to  consult  with  re- 
gard to  the  ratification,  implementat- 
ion and  participation  in  relevant  in- 
ternational conventions  and  instru- 
ments concerning  maritime  safety. 
CSCAP  Memorandum  No.  5  urges 
member  countries  to  adopt  measures 
that  would  promote  law  and  order 
at  sea  and  reduce  the  incidence  of 


maritime  crime,  which  includes  piracy 
and  maritime  terrorism.  Paragraph 
28  of  the  UN  General  Assembly  reso- 
lution 57/14,  adopted  in  12  December 
2002,  urges  states  to  become  parties 
to  the  1988  SUA  Convention  and  its 
protocol  and  invites  states  to  partici- 
pate in  the  review  of  those  instru- 
ments by  the  IMO  Legal  Committee. 
Since  most  of  the  member  countries, 
economies,  or  national  committees 
of  the  five  organizations  in  the  Asia 
Pacific  region  — namely,  the  APEC, 
PECC,  ASEAN,  ARF,  and  CSCAP— 
are  parties  to  the  1974  SOLAS  and 
the  1978  STCW  Conventions,  and  are 
likely  to  take  legislative,  administrative 
and  operational  measures  to  implement 
the  new  December  2002  amendments 
to  the  SOLAS  Convention  and  the  ISPS 
Code,  more  efforts  should  be  taken  to 
encourage  countries  in  the  region  to 
ratify  the  "SUA  treaties"  and  to  adopt 
concrete  and  effective  measures  to  en- 
hance maritime  security  and  fight  in- 
ternational terrorism  and  other  trans- 
national crimes.  While  other  interna- 
tional, regional,  and  national  initiatives 
launched  by  the  ILO,  APEC,  PECC, 
WCO,  and  countries  such  as  the  Uni- 
ted States  are  welcomed  in  the  global 
war  on  terror,  a  balance  between  en- 
hancing maritime  security  and  main- 
taining free  flow  of  goods  and  people, 
and  between  enhancing  maritime  se- 
curity and  promoting  human  rights 
and  well-being  of  merchant  mariners 
also  need  to  be  considered  carefully. 
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